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T H E youngest of a l l the professions i n America is 
accountancy. The recency of its history is evident 
when we realize that practically its complete story 
is comprised within the brief span of the life of one 
man. Before that, accounting was little more than a 
glorified bookkeeping, with auditing on a small scale. 
Its greatest strides have been within the past quarter-
century. Reviewing the great events of his time, and 
paraphrasing the words of a famous statesman, E l i j a h 
Watt Sells might modestly have said of the profession 
i n America: " A l l of which I saw, and i n much of which 
I had some part." 
M r . Sells was born i n Muscatine, Iowa, on M a r c h 
1, 1858. H i s father, E l i j a h Sells, held many state 
and Government offices, among which were those of 
Secretary of the State of Iowa, T h i r d Auditor of the 
Treasury, and Auditor of the Treasury Department 
under President Lincoln. H i s mother was Isabel 
Watt Sells. 
It was i n the public schools of Iowa that young 
El i jah received his earliest education, after which he 
went to Baker University, at Baldwin, Kansas. H e 
had a strong yearning early in life to make his own 
way in the world, and strove always to that end. 
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It is strange in life that the memories which give 
us the most pleasure, which are always accompanied 
by a half-smile and a warm glow as we recall them, 
are not our triumphs, but our struggles; not the 
golden goals of achievement, but the lonely pathways 
of effort. Perhaps it is al l some subtle illusion of the 
perspective of memory. 
M r . Sells had a number of these to look back on 
with pleasure, for the golden spoon was absent from 
his layette. During his school vacations he worked 
for a country expressman delivering goods from a 
wagon to consignees. Later, he was general uti l i ty 
helper around a drug store, selling cigars and news-
papers. Then he served time as a messenger in a 
telegraph office, learned to be a " p l u g " operator, and 
something about the operation of a railway station. 
Following this he went to Gardiner, Kansas, and be-
gan to acquire his knowledge of railroads as agent and 
telegraph operator, which included such work as 
sweeping and cleaning round the station, handling 
trunks, and other work of similar importance. H e 
was also a ticket agent, express agent, porter, and a 
number of other things. Though he was only a boy 
of 16, he did his work admirably, and was polite and 
popular. H e had, however, one failing—his account-
ing was bad; he could never make his records come 
out right. The visiting official of the road compli-
mented him on the manner in which he handled the 
station, but gave him a gentle reprimand on the i n -
accuracies of his accounts. Piqued at the reproof, the 
iv 
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young station agent vowed that never would such a 
thing be said to him again. A n d it never was. 
On his transfer shortly afterward to a better post 
in the station at Baldwin, Kansas, after a year of ser-
vice another visiting official showed that M r . Sells 
had not made a single mistake in his handling of 12 
months of business. Promoted to a position in the 
railroad general office at Kansas C i ty , Missouri, he 
began as office helper to check way-bills. The man 
above him leaving, he volunteered to do the work of 
both. H e accomplished this easily and successfully, 
and began to be recognized as apt in figures. H e be-
came general bookkeeper, and was often sent to other 
places on the road to straighten out tangles in ac-
counting. Then he was tranferred to Dubuque, Iowa, 
as bookkeeper, cashier, and paymaster of a railroad. 
Shortly after this he went west to become chief 
clerk to the comptroller of the Oregon Railway and 
Navigation Company and the Oregon Improvement 
Company, later becoming auditor of the Oregon Im-
provement Company and its allied interests. After-
wards he was appointed assistant comptroller of the 
Kansas Ci ty , Fort Scott and Memphis Railway, at 
Kansas Ci ty , where he had spent his earlier years, and 
then secretary and auditor of the Colorado Midland 
Railway; afterwards with the Atchison, Topeka and 
Santa Fe. During this period, and immediately fol-
lowing, he was frequently engaged on special ac-
counting matters, and sometimes by other corpora-
tions to make special examinations of their accounts 
V 
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and to introduce new accounting systems, work much 
in the nature of public accounting as we know i t to-
day. On two occasions he made trips to New Y o r k 
for conferences relative to entering the public ac-
counting field. 
The success of M r . Sells was no matter of luck or 
favoritism. H e earned every advance by his ability, 
loyalty, and faithful service, never questioning or 
cavilling about the pay he received, never asking for 
a raise. H e was picked out for promotion because 
he stood out from his fellows by the superiority of 
his work. The quality of his mind, as discerned by 
those who knew him in manhood, was simply the fine 
flowering of his characteristics as a boy. Just as the 
veining of a leaf suggests in miniature the branching 
of the tree, so the youth foreshadowed the man. 
If we could submit a man's mental and moral char-
acteristics to some kind of psychic analysis as a chem-
ist does with some substance i n his laboratory, we 
could reduce the whole man to certain elemental qual-
ities that constitute h i m , that make him what he is. 
H i s success or failure would then be seen not as inci-
dental or accidental, but inevitable. It is as the sum-
mation of a given column of figures is foreordained in 
the logic of mathematics. 
I f one might venture to submit M r . Sells to such a 
process, the resultant elements would, in part at least, 
read like this: Broadness of mind and sympathy, v i -
sion, a keen analytic reasoning process sure of its facts 
and rapid and safe in its decisions, initiative, resource-
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fulness, thoroughness, cool calmness, respect for the 
opinions of others but courage i n his own, untiring i n -
dustry, rare kindliness and generosity, al l tempered 
and inspired by a high sense of humor and justice. 
It was i n 1893 that M r . Sells' great opportunity 
came. It was one for which his abilities specially 
fitted h i m ; he was ready, for he had been uncon-
sciously training himself to handle a big work i n his 
years of faithful performance of every task that he 
undertook. 
I n M a r c h , 1893, a Joint Commission of the Fi f ty-
third Congress was appointed to "inquire into and 
examine the status of the laws organizing the execu-
tive departments, bureaus, divisions, and other Gov-
ernment establishments at the capital; the rules, reg-
ulations, and methods for the conduct of the same; 
the time and attention devoted to the operations 
thereof by the persons employed therein and the 
grade of efficiency of al l such employees; whether 
any modification of these laws can be made to secure 
greater efficiency and economy, and whether a reduc-
tion i n the number or compensation of the persons au-
thorized to be employees in the state executive de-
partments or bureaus can be made without injury to 
the public service." 
The commission was composed of Alexander M . 
Dockery, chairman; James D . Richardson, and N e l -
son Dingley, J r . , members on the part of the House 
of Representatives; F . M . Cockrell, James K . Jones, 
and S. M . Cullen, members on the part of the Senate. 
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The commission was generally known as the "Dockery 
Commission." 
The technical phrasing of the work outlined for 
the commission does not quite do justice to its scope 
and the real reason. Put i n plain, unvarnished E n -
glish, it meant that the Government methods of han-
dling business were clumsy and antiquated; they rep-
resented a survival of methods good enough when the 
country was in its boyhood, a little group of states 
bordering on the Atlantic. The area of the nation's 
activities was then small as compared with its spread 
to the Pacific; population, revenue, influence, prob-
lems, resources, needs had become colossal. The old 
methods had been modified, i t is true, added to and 
somehow brought into harmony with newer needs, 
but i t had been done in a haphazard, unscientific way. 
Great business corporations, like our railways and 
trusts, had moved with the times; the Government 
had not. 
The years had brought endless red tape which 
threw its delaying and entangling lengths into the ma-
chinery; there was duplication of effort, cumbersome, 
outworn systems, barnacles of unnecessary office-
holders, waste of money, time and effort, useless rec-
ords carefully kept and meticulously counter-checked, 
square pegs wobbling in round holes, precedent stand-
ing i n the way of progress. These and a dozen other 
economic and business diseases were sapping the v i -
tality of the departments. They al l needed a sanitary 
housecleaning from the standpoint of accounting; the 
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old, worn-out and useless methods to be discarded, 
like rubbish cleared out of an attic, and new, wise, 
sane, practical and safe, up-to-date methods to take 
their place. The commission members believed in 
this; they were pledged to put it through; the press 
and public, except those office-holders who feared to 
be ousted, were i n hearty sympathy and gave the 
movement their cordial support. The commissioners 
knew just what they wanted, and they got results 
far beyond their dreams, because they went about it 
in the right way, and because they were singularly 
fortunate in their choice of the men to carry on the 
work. 
Under the act authorizing the commission, pro-
vision was made for the employment of not to exceed 
three experts to render such assistance as the com-
mission might require. This in itself was an innova-
tion. Prior to this, there had been some weak, ineffec-
tive attempts to improve the business conduct of the 
departments, but it had been by investigations of men 
on the inside, themselves under the spell of the old 
traditions, hampered by fear or by favoritism, not 
daring to make radical suggestions or recommenda-
tions, even had they been able to do so. 
It was a stroke of inspiration, natural though it 
seems, to place the work in the hands of outsiders; 
men who could view the problems with a fresh eye; 
men trained to systematic study, rapidly mobilizing 
their facts and calmly considering them carefully be-
fore pronouncing judgment; men long familiar with 
x SOME THEMES I N ACCOUNTANCY 
the best methods of the great corporations; experts 
i n accounting, unhampered by affiliations or patron-
age, with no fear but that of not doing their best 
It was no easy task to find the very men i n al l the 
country to conduct this great work which one of the 
leading newspapers compared to that stupendous feat 
i n mythology, the cleaning up of the Augean stables 
that had not known mop or broom or spade or hose 
for 40 years. The commission spent over a month 
i n making its selection. The two men finally chosen 
were Charles Waldo Haskins, of N e w York , and 
El i jah W a t t Sells, of Chicago. 
These men had never before seen each other, but 
at their first meeting in Washington were so strong-
l y attracted, one to the other, that there began im-
mediately a rare, vital friendship and a business re-
lation that remained unbroken t i l l the hand of death 
removed M r . Haskins 10 years later. I t was one of 
the romances of our prosaic business world that joined 
and held together these two men i n the bonds of a 
common friendship, loyalty, and affection. Both men 
of unusual gifts and powers, standing at the head of 
their profession, they were unlike i n characteristics 
and i n temperament, but the fine, sturdy virtues were 
common to both. They mutually supplemented each 
other and followed the same ideals; lived i n accord 
with the same vision; held the same high standards, 
and both loved with equal rare zeal their profession, 
together seeking to advance i t with the loyalty and 
devotion of a sacred mission. 
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They started in to work in June, 1893, and for over 
a year and a half, or until M a r c h , 1895, labored tire-
lessly together. The full story of what they accom-
plished and how they did it is one of great human 
interest in all its details and of greater interest from 
its economic and business results, but it is too long 
to chronicle i n this brief sketch of M r . Sells and his 
work. 
Their labors were voluminous and exacting. They 
necessitated close contact not only with members of 
the commission, but with various Government offi-
cials. I t required not only signal ability as accoun-
tants, but tact and diplomacy in the handling of men. 
It called not only for patience and close application, 
but unswerving adherence to the purpose of the i n -
vestigation. It resulted in many revisions in the ac-
counting system and in facilitating the conduct of 
the business of government in many ways. The com-
mission accomplished all i t set out to do, and all that 
could be done in the time at its disposal. The annual 
saving of more than $600,000 was the mere outward 
symbol of the improved health and tonic vitality giv-
en to the whole service. 
The H o n . Redfield Proctor, of Vermont, spoke i n 
the United States Senate on July 15, 1895, in highest 
terms of praise of the work of the experts, and on the 
completion of their labors Alexander M . Dockery 
tendered them an engrossed testimonial of appre-
ciation on behalf of the Joint Commission, of which 
he was chairman. 
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It was inevitable that the two co-workers should 
go into partnership. This they did on M a r c h 4,1895, 
opening an office at Number 2 Nassau Street, N e w 
York . The offices were removed, however, on M a y 
1, 1896, to the Johnston Building, 30 Broad Street, 
i n which the firm of Haskins & Sells was one of the 
first tenants, and where it has since continuously 
maintained an office. 
Among the firm's first engagements, in A p r i l , 1895, 
was an examination of the methods of accounting at 
Vassar College, an engagement which came from M r , 
S. D . Coykendall, a stranger to both at that time. 
Either M r . Coykendall or his son has been ever since 
a client of the firm. 
The engagements which followed embraced services 
for the Government, states, municipalities, insurance 
companies, banks and trust companies, street and 
steam railways, mercantile and industrial organiza-
tions of every description. The services of the firm, 
on account of the extensive railroad experience of 
the founders, were i n large demand by the leading 
railway corporations. During the period of these 
early engagements, the firm received considerable 
publicity through the discovery of many serious ir-
regularities i n the accounts of the auditor of one of 
the southern railroads and his conviction on their 
testimony furnished at the trial . 
The growing practice in the Middle West led to the 
opening of an office in the Marquette Building i n Chi-
cago, on December 1, 1900. The importance of this 
xii 
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step was apparent when the C i ty of Chicago engage-
ment soon followed. On June 24, 1901, the C i ty 
Council of Chicago passed an order authorizing the 
mayor, comptroller, and chairman of the committee 
on finance to engage a firm of accountants to intro-
duce and supervise a uniform system of accounting 
and auditing in al l the departments of the city gov-
ernment. The committee entered into an agreement 
with the firm of Haskins & Sells. The work was pros-
ecuted vigorously during the succeeding months and 
a report submitted in November, 1901. The city 
council passed an ordinance in December adopting the 
system. I t was inaugurated January 1, 1902. 
The new system achieved great success. It not 
only effected economies during the first year of op-
eration amounting to $72,630, but resulted in an 
increase of $436,770.46 in miscellaneous revenues. 
The city comptroller in his first report issued under 
the new system said: " I t is now evident that the sys-
tem has proved an advantage to the city government; 
that it has improved the efficiency of individual em-
ployees and prompted an intelligent and interested 
direction of their efforts by department heads." 
The year 1901 saw the first evidence of internation-
al expansion. Under date of A p r i l 10, 1901, the firm 
announced the opening of an office at 30 Coleman 
Street, London, E . C. M a n y American firms and 
companies doing business abroad recognized the ad-
vantages of retaining American accountants and 
availed themselves of the opportunity. 
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I n January, 1902, the firm opened an office i n St. 
Louis i n connection with its service i n handling the 
accounts of street railways and other matters. There-
after one new office speedily followed another, unti l 
today the firm is represented i n 32 cities, and con-
sists of 25 partners. It has outgrown the limits of 
this country and become an international institu-
tion, known and respected the world over. 
I n the spring of 1905 there was much concern i n 
N e w Y o r k over the administration of the three lead-
ing insurance companies. Investigations were made 
not only by the state insurance department, but by 
the insurance companies themselves. Public accoun-
tants were i n each instance retained to examine into 
the financial affairs and report. Two firms of accoun-
tants were selected in each case to collaborate. Has-
kins & Sells was engaged in al l three of the cases, 
working i n conjunction with Price, Waterhouse and 
Company on two of the companies and with Deloitte, 
Plender, Griffiths and Company on the third com-
pany. T w o of the engagements involved lengthy i n -
vestigations and voluminous reports resulting i n 
rather complete reorganization of the respective ac-
counting systems. In the third case the conditions 
revealed less necessity for a thorough investigation. 
These engagements served probably to bring the firm 
into the public eye as much as anything in its history. 
M a n y corporations, as they grow from humble be-
ginnings to great power and influence, become institu-
tionalized; one feels they are huge business mechan-
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Isms; there is increased efficiency but decreased per-
sonality; everything is reduced to such processes of 
system and mechanical working that the human equa-
tion is at a minimum. N o t so with Haskins & Sells; 
efficiency and personality have grown side by side, 
each reenforcing the other. So well perfected was 
the organization that the severe shock and the sense 
of deep loss incident to the death of M r . Haskins in 
January, 1903, were weathered in safety. There was a 
brief period of financial stress and strain, caused by 
the withdrawal of part of the partnership funds, but 
this was al l wisely adjusted. 
In al l the work of M r . Haskins i n organizing the 
founding of the School of Commerce, Accounts, and 
Finance at the University of New York , M r . Sells was 
a close confident, adviser, and cooperator. I n this, 
and in other big movements i n the interest of their 
profession, they were i n such perfect mental accord 
and sustained by high principles and ideals so much 
the same that the barest suggestion of one as rapidly 
was clarified and enlarged by the other and i t was 
often difficult to say to which of them the real credit 
for any idea or plan was due. It did not matter any 
way, for neither cared. 
New Y o r k University, in 1916, conferred upon M r . 
Sells and the late M r . Jacob Schiff the honorary de-
gree of Doctor of Commercial Science. D r . George 
Alexander, Acting Chancellor, i n conferring the de-
gree on M r . Sells, said: " E l i j a h Watt Sells—for pre-
eminence in a department of human effort in which 
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the prime essentials are accuracy and truth; for the 
prevision which prompted you to secure for accoun-
tancy academic recognition; for distinguished ser-
vice rendered to local governments, and especially 
to the Government of the United States, both at home 
and abroad—I confer upon you, by authority of N e w 
Y o r k University, the degree of Doctor of Commercial 
Science." 
This degree was a new one and had been conferred 
by N e w Y o r k University on but one previous oc-
casion. It is a special honor which has been since 
awarded very sparingly for signal service in the world 
of commerce and business. In a l l , less than a dozen 
men have done such big and outstanding work for 
commercial education and governments through their 
initiative and original lines to render their service 
conspicuous enough to win the coveted honor. Among 
these are M r . Charles M . Schwab and M r . John Pier-
pont Morgan. Baker University, in 1909, conferred 
on M r . Sells the honorary degree of Master of Arts. 
N e w Y o r k University appointed him to an honorary 
professorship in the early years of the School of Com-
merce, Accounts, and Finance. 
In 1906 and 1907 M r . Sells was elected president 
of the American Association of Public Accountants. 
I n 1908 he was engaged to investigate the financial 
system of the Philippine Islands, under Governor-
General Forbes, and in connection with this work 
made a trip around the globe. I n the organization 
of the American Institute of Accountants and in the 
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creation of the endowment fund of the Institute, M r . 
pells was an active, inspiring force. The purpose of 
the fund was to afford a means of collecting and dis-
seminating information relative to accounting and 
accountancy. H e served for seven years as a member 
of the Institute Council, on the executive committee, 
and as chairman of the budget committee, retiring 
only recently at his own request. 
M r . Sells was married in 1884 to M a b e l Graves, 
who died i n February, 1922, and had two children, 
M r s . Arthur H . Carter and M r s . L e R o y D . M c M o r r i s . 
The scope of the valuable papers collected i n this 
volume, entitled " T h e Natural Business Year and 
Thirteen Other Themes" or "Some Themes i n Ac-
countancy," is not necessary here to discuss, as they 
are reviewed by an able, critical mind, more adequate 
than mine to do them justice. M r . Sells had a long, 
honored career, inextricably interwoven with the rise 
and development of accountancy in America, and the 
story of either the man or the profession is incomplete 
without that of the other. 
P R E F A C E 
I T IS not inappropriate, apparently, i n prefacing 
a symposium such as this book contains to say some-
thing of the author i n addition to commenting on the 
essays. Such a procedure is perhaps more i n order i n 
this case since during the process of arranging for pub-
lication the author passed to the Great Beyond. M r . 
Sells died on M a r c h 19, 1924, at the age of sixty-six. 
A n y note of criticism which may have been sounded 
in these papers should not be misconstrued. The 
author of the papers was not an iconoclast. H e was 
not a radical. H i s motive i n criticising was a desire 
to arouse public and business consciousness without 
aspiring to leadership or attracting to himself atten-
tion which might redound to his personal benefit. 
Modest i n the extreme, unassuming i n attitude, 
M r . Sells possessed an unusual genius for seeing 
things fairly and clearly, going straight to causes, and 
deciding on appropriate action. H i s early experi-
ence with the Federal Government and his years of 
contact with business enterprises gave h im an insight 
into the problems of the country, economic, financial, 
and political, which he utilized to advantage i n dis-
cussing the subjects about which he essayed to write 
from time to time. Natural ly an accountant rather 
than a writer, he frequently complained of difficulty 
in expressing his thoughts. Possessed of whatever 
xix 
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complex it is which produces stage-fright, he frequent-
ly experienced difficulty in speaking before even mod-
erate-sized gatherings, and refused on many occasions 
to appear before large audiences when what he might 
have had to say would have been received with inter-
est and enthusiasm. 
The ideas and thoughts expressed in his articles 
were suggested to him in various ways. For example, 
the paper on "Corporate Management," as mentioned 
on page 157, grew out of an interview with the L o n -
don correspondent of the New York Times on the oc-
casion of one of M r . Sells' visits to London when, at 
the Hotel Savoy, he was approached for an interview 
on American business conditions. The development 
of the article was conceived while, as M r . Sells on one 
occasion expressed it , he was "stumbling around i n 
the woods" near his farm. M u c h of the other mate-
rial was the result of the same process and represents, 
in the main, the product of mental recreation perti-
nent to a mind made clear and strong by outdoor life 
and exercise. 
It was thus that the idea of organization with which 
to meet the expansion of his practice came to M r . 
Sells. Projecting his imagination into the future he 
saw a large, complicated, and wide-spread demand 
for the services of accountants. T o meet this demand 
would be needed increased personnel, a large number 
of widely scattered offices, a professional service not 
only high in quality, but uniform in character, a 
scheme of combining men and methods to produce re-
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suits guided by general standards but governed by 
judgment. 
The result has been an accountancy firm rendering 
a professional service but organized more l ike a cor-
poration along lines of functional activities. Each 
office which serves the public i n direct contact is desig-
nated as a practice office. Each unit so constituted 
comprehends provisions for personnel, technical pro-
cedure, management, and professional training, and 
recognizes the functions incident thereto. The prac-
tice offices are related to an executive division made 
up of departments which correspond to the functions 
of practice. A managing partner presides over the 
executive division and is collaterally advised by two 
other senior partners, the three constituting a council 
for the consideration of important matters of policy. 
The success of the organization has been due in a 
large measure to the vision which foresaw the require-
ments of the future and made provision for meeting 
them, and yet M r . Sells would disclaim any credit for 
having been a prophet. The practice today involves 
gross fees of several mil l ion dollars. There are 33 
practice offices covering al l the principal points i n the 
United States, and, i n addition, offices i n London, 
Paris, Shanghai, and Havana. The staff at times runs 
to seven or eight hundred. The firm serves some of 
the greatest industrial, financial, commercial, rai l -
road, uti l ity, and insurance enterprises not only i n the 
United States, but throughout the world. 
It has been my privilege, with the assistance of 
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Professor Giles L . Courtney, of New Y o r k U n i v e r -
sity, to write the editorial notes i n this volume. F r o m 
an intimate association with M r . Sells extending back 
over a considerable number of years, I have gleaned 
most of the side-lights which have been thrown upon 
the themes. I have seen M r . Sells in situations of 
all kinds but always with the same poise. In my ex-
perience with him he was always broad-minded, 
tolerant, generous, and just. The highest tribute 
which I know to pay him is to say that as I journeyed 
with him through trials and triumphs, my admiration 
became greater as I was privileged to know him bet-
ter. I n this case familiarity bred increasing respect. 
M a r c h 19, 1924, is a date filled with sorrowing recol-
lections. 
J O H N R . W I L D M A N 
N e w York, M a r c h 31, 1924 
C O N T E N T S 
I 
T H E NATURAL BUSINESS Y E A R FOR INVENTORIES AND 
FISCAL CLOSINGS. July, 1921 3 
Definit ion. Advantages: low inventory; employees less em-
ployed wi th other duties; economy i n time and cost. Suggested 
year endings for representative industries. Compliance w i t h 
federal and state tax laws. Resulting benefit to accounting 
profession. 
EDITORIAL N O T E : H a b i t and custom are largely responsible 
for present methods. Results of research conducted to deter-
mine natural business year in selected industries. Variat ion i n 
application of conclusions. Other suggestions. 
II 
You CAN'T JUDGE Y O U R BUSINESS BY T H E PAST T H R E E 
YEARS. March, 1921 19 
Reasons for failures in business. Application to specific cases. 
Need for audits. Heavy inventories and stock turnover. D e -
falcations and frauds. 
EDITORIAL N O T E : Record of failures for years 1918 to 1923, 
inclusive. Reading and interpreting accounts. The signifi-
cance of turnover. 
III 
CERTIFIED PUBLIC ACCOUNTANCY AS A PROFESSION. Sep-
tember 16, 1915 41 
The work of the public accountant differentiated from that 
of the private accountant. N e w Y o r k State Society of Cert i -
fied Publ ic Accountants. The Association of American R a i l -
way Accounting Officers. Advancement of the profession. The 
independent periodical audit as a safeguard for the public. 
EDITORIAL N O T E : Proposed accountancy legislation in N e w 
Y o r k State. Resolution of N e w Y o r k State Society of Certified 
Public Accountants. El iminating unqualified public accoun-
xxiii 
xxiv SOME THEMES IN ACCOUNTANCY 
tants. Efforts of Mr. Sells in promoting accountancy to a pro-
fessional position. 
I V 
T H E A C C O U N T I N G P R O F E S S I O N — I T S D E M A N D S A N D I T S 
F U T U R E . September 29, 1915 . . 51 
A business career. Benefit of educational preparation. The 
profession of accountancy. Brief sketch of its growth. Major 
demands on the public accountant: auditing, making special 
examinations, devising and installing systems of accounts. Pro-
fession deals only with conditions, facts, and figures. Equip-
ment of the accountant. Inconsistency of legislation with 
business policies. 
EDITORIAL N O T E : Recognition of business as a profession by 
colleges and universities. Extract from bulletin published by 
the Graduate School of Business Administration of Harvard 
University. Statistical information regarding the number of 
courses given in the various departments of business in the 
School of Commerce, Accounts, and Finance of New York 
University. 
V 
COST A C C O U N T I N G . November 29, 1909 69 
Growing importance of cost accounting. Estimated costs versus 
actual costs. Reasons for detailed costs. Three classes of 
ledger accounts. Cost system should provide for three things: 
materials and supplies in their raw state, materials and supplies 
undergoing process of manufacture with the labor and expense 
incidental thereto, and finished stock. 
EDITORIAL N O T E : Present importance of cost accounting. Ser-
vice of the National Association of Cost Accountants. Uni-
form cost systems. 
V I 
T H E A C C O U N T A N T OF 1917. February 2, 1907 85 
Growth in membership of the American Association of Public 
Accountants. Legislation in various states affecting status of 
the accountant. Need for federal recognition and regulation. 
Extended use of accountants' services—prediction of 10 years 
hence. 
CONTENTS X X V 
EDITORIAL N O T E : W a r problems emphasized the great variety 
of activities in which accountants' services are a modern neces-
sity. Number of practicing accountants and state certificates 
issued. State legislation with respect to accountancy. 
VII 
W H A T SHALL B E D O N E TO P U T EDUCATION FOR ACCOUN-
TANCY ON A PROFESSIONAL B A S I S ? — A SYMPOSIUM. Jan-
uary, 1907 95 
Progress of the School of Commerce, Accounts, and Finance 
of New Y o r k University. Available field of accountants. Need 
for professional recognition of calling. Education as a factor 
in equipping the accountant for his work. Desirability for a 
definite outline of study for the student of professional accoun-
tancy. 
EDITORIAL N O T E : Summary of opinions expressed in the ar t i -
cles of the other eight contributors to the symposium. D i f -
ficulty encountered by universities in assembling competent 
faculties for instruction in business subjects. Practice regard-
ing the granting of degrees. Educational qualifications of 
members of accounting profession should be more rigid. 
VIII 
INAUGURAL ADDRESS. October 24, 1906 105 
Reciprocity of professional recognition among states. Need 
for a continued elevation of the standard of professional ethics; 
an increasing insistence upon the highest possible excellence of 
professional w o r k ; the encouragement and aid which many 
American educational institutions are giving in the develop-
ment of accountancy education. Tendency toward standard 
prevailing in the profession in Great Br i ta in . 
EDITORIAL N O T E : Differences in the practice of accountancy in 
America and Great Br i ta in . M o r e emphasis placed upon de-
tails by English accountants. " H i s Stage Fr ight ." 
I X 
CERTIFIED QUARTERLY STATEMENTS ADVOCATED FOR COR-
PORATIONS. July 11, 1914 117 
Record of loss through business failures in 1912. D u t y of 
state to protect investors by requiring four reports each year. 
S O M E T H E M E S I N A C C O U N T A N C Y 
Distrust of administrative bodies i n business. Quarterly report 
should show assets, liabilities, and operating results. Quarterly 
report idea gathering momentum. 
EDITORIAL NOTE : Increased publicity to financial affairs. 
Quality of information put into reports. Business trends i n -
dicated. Corporation publicity would relieve the minds o f 
the masses and the investing public. Desirability of a l a w 
making periodical statements compulsory. 
X 
P U B L I C I T Y OF F I N A N C I A L A F F A I R S OF CORPORATIONS. Au-
gust 2, 1911 .129 
Should advertising expenditures be charged as an investment 
or as an expense? Historical sketch of advertising. Advertis-
ing has many characteristics of commodities of trade. A d v e r -
tising which brings some new business or branch of business 
to the attention of the public may be considered an invest-
ment. Advertising which maintains a normal distribution 
should be provided for out of current operations. Publ ic i ty 
of financial affairs of corporations. Importance to investors 
and general public. Publicity should be given to elements 
which deal wi th capitalization and also to those which re-
late to earnings or sales. Unscrupulous attacks of politicians 
against corporations caused by lack of information. Need 
for systematic campaign that w i l l organize this class of a d -
vertising. 
EDITORIAL NOTE : Interest of newspapers in address. Interest 
of advertising men. Quotation from address to Advertising 
C lub of St. Louis . Press extracts. 
X I 
CORPORATE M A N A G E M E N T C O M P A R E D W I T H G O V E R N M E N T 
C O N T R O L . January 20, 1908 ..145 
Accountants' knowledge of corporate affairs is intimate, ac-
curate, and substantially complete. Management of corpora-
tions is generally intelligent and economical. Management of 
government bureaus is generally loose, irregular, and dishonest. 
Comparisons of corporate and Government administration. 
Development of railways under Government regulation and 
business under private control. Graphic illustration showing 
comparison of railway, agricultural, and pig iron development, 
and bank clearings and deposits in the United States. 
xxvi 
C O N T E N T S xxvii 
EDITORIAL N O T E : Observations from letters pertaining to sub-
ject. Tendency toward Government regulation of business. 
Polit ical despotism versus public welfare. Press comments. 
X I I 
W H Y NOT LESSEN T H E EVILS OF PRESENT TAXATION? July 
13, 1921 163 
Accountants peculiarly fitted to pass judgment on taxation. 
Present income tax, surtax, and excess profits tax and their i n -
iquitous results. American tax method compared wi th Br i t i sh . 
Remedies. Advantages. 
EDITORIAL N O T E : L a c k of Government cooperation w i t h 
recognized experts. Necessity for taxation. Present pending 
legislation. Desirability of releasing funds tied up i n tax-
exempt securities for business expansion. Author i ty for tax-
ing al l incomes contained in sixteenth amendment to Constitu-
t ion. 
X I I I 
A P L A N FOR INTERNATIONAL PEACE. January 11, 1915 ...179 
Tangible and intangible costs of war. Precepts that should re-
ceive agreement among nations of the world. Election of 
representatives who constitute peace tribunal. Estimated ex-
penditures and savings that would result. Proposed land and 
sea forces. Tabulation showing approximate population, n u m -
ber of men, and cost per annum of armies and navies on peace 
basis of practically al l nations; and estimated number of men 
i n armies, and number of representatives under proposed plan 
of a world's peace tribunal. 
EDITORIAL N O T E : Inadequacy of power in the Hague Tr ibunal . 
L a c k of power i n preposed League of Nations. M r . Sells' plan 
developed from a business rather than a legal or political stand-
point. 
X I V 
PROPOSED P L A N FOR HANDLING INTERLINE FREIGHT 
CLAIMS. December 31, 1904 203 
Presentation. Exhibi t A : Outline of proposed plan for han-
dling interline freight claims. Exhibi t B : Outline of present 
methods. Exhibi t C : Briefs of certain claims. Exhib i t D : 
xxviii SOME THEMES IN ACCOUNTANCY 
Statistics relating to claims. Exhib i t E : Claims involving 
amounts in various classifications. Exhibi t F : Names of car-
riers in the southeastern territory and approximate mileage. 
EDITORIAL NOTE : Importance of report. Adoption of plan by 
practically al l railroads in the United States. This engage-
ment is characteristic of many which M r . Sells directed in-
volving a public interest. 
I N D E X 271 
I 
T H E N A T U R A L B U S I N E S S Y E A R F O R 
I N V E N T O R I E S A N D F I S C A L C L O S I N G S 
I 
T H E N A T U R A L B U S I N E S S Y E A R F O R 
I N V E N T O R I E S A N D F I S C A L C L O S I N G S 
Definition. Advantages: low inventory; employees less employed w i t h 
other duties; economy i n time and cost. Suggested year endings for rep-
resentative industries. Compliance wi th federal and state tax laws. R e -
sulting benefit to accounting profession. 
EDITORIAL N O T E : H a b i t and custom are largely responsible for present 
methods. Results of research conducted to determine natural business 
year i n selected industries. Variation in application of conclusions. 
Other suggestions. 
I N business, as i n every other phase of human ac-
tivity, we are prone to run i n the ruts of custom and 
habit, to follow blindly i n the routine of tradition, 
accepting it as a finality without questioning whether 
i t is wise or best. F o r generations the custom of a 
large part of the business world has been to take 
annual inventories at the end of the calendar year 
without seeming to have any realization of the fitness 
of the time to their individual line of business. 
There is really but one proper time for taking the 
annual inventory and closing the fiscal year and that 
date is on the completion of the "natural business 
year." B y natural is meant the time when the bulk 
of the annual business is passed, when the busy season 
has given its best, when the harvest time of the great-
est sales activity is over. 
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A t the close of the natural business year we reach 
a point l ike a turn in the road, when we wish to review 
what we have done, to see the last 1 2 months in 
perspective, to find out where we stand financially. 
It is a time for new planning for the future, adjusting 
ourselves anew to conditions, seeing the most advan-
tageous steps to take in preparation for renewed ef-
fort. It is the inventory, taken at this time, that wi l l 
reveal to us the results of past effort and bring 
new wisdom to help us in building a better and finer 
future. 
I n this period following our year's harvest and i n 
the lu l l preceding new seeding and planting, in our 
special line of business, for the next harvest, we have 
time to take an inventory. Then we are freer from 
the pressure of insistent effort, and immune from 
many distractions. Stocks of merchandise, too, are 
then at their lowest, so that the physical and mental 
work of taking an inventory are reduced to a mini-
mum. Employees, too, are then less employed and 
can cooperate more effectively. 
F r o m every standpoint it is at the close of the 
natural business year that inventories can be made 
most easily, economically, and effectively. This pe-
riod varies in different lines of trade and industry, 
for the natural business year that would be best 
for one would be the very worst for some other. 
It must be determined by the individual proprietor, 
the firm, or the corporation i n harmony with the l i m i -
tations and demands of their specific business in 
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connection with general trade conditions in their re-
spective lines. 
There are many practical reasons to support the 
contention that most of the mercantile business of 
the country with which the consumer is concerned 
could best take inventories and close the fiscal year 
in the midsummer months—July or August. Those 
having heavy summer trade, of which there are few, 
could best take inventories and close i n the f a l l — 
October or November, while other dates would har-
monize better with other lines—the manufacturers of 
articles of domestic consumption, such as clothing and 
footwear, in M a r c h or A p r i l , manufacturers of agri-
cultural implements i n October, coal mining opera-
tions i n March, automobile and accessories manu-
facturers in June or July , and railways in February 
or M a r c h . 
I n many phases of the nation's business activities 
uniformity is greatly to be desired. The date of the 
fiscal year is not one of these phases. What should 
be standardized, however, is the principle itself, the 
principle that applies with equal force to a l l , that the 
fiscal year should correspond with the natural busi-
ness year whatever that may be decided to be. 
Some have thought it necessary to close the fiscal 
year on December 31, i n order to harmonize it with 
federal or state requirements i n the matter of reports 
for taxation, but, as wi l l be shown, the Government 
recognizes and accepts any fiscal year that the indi-
vidual, firm, or corporation selects, so long as certain 
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simple requirements and formalities are complied 
with i n respect to details of method. 
The law and regulations of the Federal Govern-
ment are found in L a w Sections 212(b) and 226, and 
Regulation 45, Revised, Articles 25, 26, 431, and 626. 
The vital points therein contained and stripped of 
legal phrasing are as follows: 
The taxable year may be either the calendar year 
or fiscal year, the latter meaning, as used by the Gov-
ernment, an accounting period of 12 months ending 
on the last day of any month but December. The 
fiscal year must be the regularly established term of 
accounting of the tax-payer, but can be changed to 
the calendar year or a different fiscal year on giving 
the Commissioner of Internal Revenue written notice 
i n accordance with the prescribed restrictions as to 
time. This may entail a partial return in addition 
to the full term return after the first change, after 
which annual returns are made. 
Conducting commercial or industrial activities i n 
relation to the natural business year means conser-
vation of time, money, and energy. A t the present 
time, when wise and prudent administration is so es-
sential to cut down unnecessary overhead charges to 
the lowest terms, this question is of vital import. We 
are facing today two factors of excessively high cost, 
labor and taxation, each near the seeming peak of ex-
pense while production and sales are depressed. What-
ever tends to economy i n these days of trying condi-
tions and narrow margins of profit should be carefully 
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watched and considered to help to bring general busi-
ness back to normal. 
A glance at the cost i n any concern taking inven-
tory at a time when stocks are large and the sacrifice 
of business, including enforced shut-downs and the 
time consumed by employees who could be utilized 
advantageously i n the conduct of the going business, 
would make an appalling contrast with the cost of the 
inventory at a time when the stock is the lowest and 
frequently there are surplus employees who can be 
utilized for the work without encroaching upon the 
demands of the heavy going business. Besides, i n 
most cases this would come at a time when the manu-
facturing concern shuts down for necessary repairs, 
new installations, and generally getting ready for 
taking care of the larger flow of business at the rush 
period. It would show a large sum saved, the aggre-
gate of which for al l businesses would amount to 
many millions annually and possibly run into billions 
of dollars. 
The tendency of state tax legislation is to conform 
with that of the Federal Government. I n cases where 
the states have not done this and sti l l require returns 
at December 31, i t would be far more economical to 
adopt the light period of business for inventory tak-
ing and fiscal year closings upon which the federal 
return is made, and then make a state return as of 
December 31, or some other date as need be to con-
form with the laws of the state, based upon the book 
or estimated value of inventories at that date. The 
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same may be said respecting reports required by other 
Government and state departments. 
In most of the well-regulated businesses continuous 
book inventories are carried along from month to 
month. This is part of what constitutes an efficient 
cost system and for those businesses that do not have 
such a system and depend entirely upon the taking 
of inventories to determine values and profits, i t 
would be well to change their system of keeping ac-
counts and introduce the more modern and efficient 
plan of charging the stock account with the purchases 
from time to time and crediting it with the withdraw-
als for manufacturing and sales at the price at which 
the charges were made against the stock accounts so 
that there would be a very close approximation from 
time to time of the inventory as well as profits or 
losses made in the business from month to month. 
This plan is calculated to insure accuracy at the end 
of each month (which is checked by actual count in 
most cases annually, in some cases oftener) but if not 
absolutely accurate it is near enough for the practical 
purpose of making a state return that may be required 
at some date other than that used for the Federal 
Government. 
There is another important element in the consid-
eration of the natural business year and that is the 
profession of public accountancy, the usefulness of 
which is constantly growing in recognition and appre-
ciation by the business world. It may be said that 
al l of the states of the Union have recognized the pro-
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fession of certified public accountants by legislation 
that is practically uniform. The Federal Govern-
ment and the states recognize the value of the profes-
sion by frequently employing its members. Public 
accountants are called upon not alone for the periodi-
cal audits and certification of accounts, but in help-
ing to solve problems connected with annual reports 
and to bring their knowledge and experience to bear 
on questions of taxation. 
Because of the almost universal practice of making 
fiscal closings at December 31, the profession of pub-
lic accountancy is overwhelmed with work for a few 
months following that date and has a comparatively 
much lighter practice during the remainder of the 
year. If inventories and fiscal closings were made at 
the end of the natural business year, there would be 
distributed throughout the year from time to time a 
vast amount of auditing, tax work, and kindred things 
which the profession of public accountancy has to do 
so that its forces could be maintained more evenly 
throughout the year and be able to render service far 
more valuable to business. 
The public accountant has opportunity to form 
judgment upon this subject. The firm of which I am 
a member filled something over 4,000 engagements 
during the past year. The accountants worked un-
reasonably long hours during the rush period in 
order to give the service at the time it was required. 
This is typical of public accountancy conditions gen-
erally. 
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Let us accept the "natural business year" as our 
fiscal year and i n the aggregate many millions of 
dollars wi l l be saved to the business of the nation i n 
countless phases of efficiency and economy. 
EDITORIAL N O T E : "Habit is ten times nature," the 
Duke of Wellington is said to have exclaimed in discussing 
the forces that are constantly at work serving as a balance-
wheel for civilization and keeping social and industrial 
groups properly adjusted. Habit may be beneficial, or 
it may be harmful. It is habit of a beneficial character 
that keeps the farmer at his plow, the sailor at sea, and 
the business man at his desk. Without such habit, ac-
cepted by generation after generation, the entire social 
structure might be in danger. 
But it is pernicious habit that must be guarded against; 
that must be controlled and altered. When in the light of 
increased knowledge, we continue in the old channels of 
tradition, we cast aside the benefits and advantages of 
constructive thought and retain the shackles of antiquity. 
Habit, and habit without intelligent foundation, is chief-
ly responsible for the unwillingness manifested by many 
business men to establish a fiscal year that coincides with 
the natural business year. 
In dealing with this subject, M r . Sells explains pointed-
ly and convincingly the advantages to be derived by ac-
cepting the natural business year as the basis for taking in-
ventories and making fiscal closings. Additional com-
ment on these advantages would seem superfluous. It 
might be of interest, however, to supplement the list of 
industries given and to consider the natural business year 
of each. The conclusions in some cases, of course, must 
be expressed with reservations because they may be in-
applicable owing to peculiarities which exist in the par-
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ticular organization, or to climatic conditions that would 
modify the application. 
For example, a manufacturer, engaged in a line of busi-
ness that normally employs jobbers, may decide to per-
form the jobbing function himself and distribute his prod-
ucts direct to retailers. He would be called upon in this 
instance to store or warehouse the products until they 
were required by retailers and consequently his stock 
variations might not be in agreement with those of other 
manufacturers who distribute solely to jobbers. Or, cli-
matic conditions may enter as an influencing factor. The 
field of dairy products is representative of this type of 
business. Because the production of farm products is de-
pendent in a large part on weather conditions, the natural 
business year will vary in accordance with the conditions 
in the different sections of the country. 
In a research recently conducted, considerable informa-
tion pertaining to this subject was assembled. Conclusions 
of a general character were drawn from the reports con-
tained in technical and trade papers, Federal Reserve 
Bulletins, and Department of Commerce Surveys, and 
from reports of labor employment and freight-car loadings 
over a period of years. These conclusions relating to 
some of the more important types of business follow. For 
the purpose of being specific, a definite closing date is 
suggested in each instance. 
Agricultural implements. The period of heavy pro-
duction in this industry extends from February to August 
and the period of light production from October to De-
cember. At October 31, shipment of orders from the pre-
vious fall and winter has been completed and inventories 
are low awaiting the results of the current fall campaign 
and the preparation of the new production program. It 
appears, therefore, that November 1 to October 31 is the 
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natural business year for businesses engaged in manufac-
turing such products. 
Automobiles, motorcycles, and bicycles. A year ending 
October 31 seems most desirable. Heavy production con-
tinues from January to August, while comparatively light 
production extends from October through December. The 
number of employees engaged in this work increases from 
December to June and decreases from July to October. 
At October 31 production is naturally small, inventories 
are low as plans for the coming year are being developed. 
Boots and shoes. The variations in the quantity of 
production and in the number of employees engaged, as 
shown in reports, indicate that the major operations lie 
in the period between September 1 and December 31, 
and the minor between May 1 and July 1. Annual ex-
hibits are held late in May and early in June for the 
purpose of introducing new styles for the coming seasons. 
If the business year were to end June 30, inventories would 
be low, and the operating statement would reflect the re-
sults of business in the various models of the previous 
year. 
Building construction. The peak requirements must 
be met in the period from April to November. The period 
from December to February is one of decreased activity. 
A n appropriate ending for the business year would be 
December 31. 
Cement. The greatest volume of business transacted 
by these companies is with the building trades, road con-
tractors, and so forth, whose activities are confined to 
the open seasons of the year. The heaviest demands on 
the manufacturers' facilities occur from May to Septem-
ber, while the lightest occur from December to February. 
December 31 ends the natural business year. 
1 2 
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Coal. The heaviest consumption of coal takes place 
during the months October to March. Activity at the 
mines is greatest from July to February and decreases 
during April and May. At April 30 inventories are low 
and the deliveries for the natural business year are com-
pleted. 
Construction of pavements, roads, tunnels, and so forth. 
The same applies as in the case of building construction. 
Cotton. Cotton is grown from April to August and it is 
ginned on a large-scale basis from September to December. 
The warehouse stocks are largest from November to 
March. At July 31 the sales of the previous crop are 
known and inventories are at a minimum. 
Department stores. The maximum sales are made from 
October to January and the minimum from June to Au-
gust. At June 30 inventories are small and with the slow 
months following a survey of the situation can be made 
to determine the requirements of the peak months to fol-
low. 
Dairy products (butter, cheese, and milk to be canned). 
In the northern section of the country, the feeding season 
for cows ends in March. Hence, March 31 marks the 
time at which stocks of feed are lowest. As the new pro-
duction of dairy products begins with the opening of the 
grazing season, the flow from storage decreases and the 
inventories are low at about the same date, March 31. In 
connection with canned milk, the consumption is greatest 
during the period of decreased production of the natural 
commodity. As the volume of activity at plants declines 
when milk production begins anew, the inventories are 
reduced to a minimum. Hence, March 31 would also be 
a suitable closing date for milk canneries. This date may 
be changed because of varying climatic conditions. 
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Electrical supplies. Owing to the activity in the build-
ing trades and owing to the demands of public utility cor-
porations and railroads that are repairing their old equip-
ment and adding new, the period of increased consumption 
of electrical supplies extends from April to November. 
To meet these demands, manufacturers operate on a 
heavy scale from December to June. At October 31 their 
inventories are low preparatory to the beginning of op-
erations for the following season. 
Flour and grist mills. In general the growing of crops 
proceeds from April to September and the harvesting from 
August to November. The mills are busiest from Septem-
ber to December. At July 31 the crops of the previous 
year have been completely taken up and the crops of the 
present year are being harvested for later milling and 
warehousing. 
Furniture and fixtures. The retail sales are largest from 
September to December and smallest from February to 
April . Manufacturers speed up production from August 
to November and slacken down from May to July. June 
30 is a suitable closing date for such enterprises. 
Marble and stone work (quarries and stone cutters). 
Peak production in this industry extends from March to 
November, while low production extends from December 
to February. December 31 marks the end of the natural 
business year. 
Men's clothing. Style changes exert a determining in-
fluence on the production policies of manufacturers of 
men's clothing. January to April and July to October 
are usually the periods of increased activity. At June 30 
the needs of the spring season have been met, inventories 
are low, and plans for the next production period are 
under way. 
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Oil industry. The heaviest consumption of oil takes 
place during the spring, summer, and autumn months. 
As stocks are lowest during February and March, inven-
tories may be conveniently taken and the books closed at 
February 28. 
Public utility companies. So far as the natural business 
year is concerned, electric and gas lighting and power com-
panies, street railways, telephone, telegraph, and radio 
companies fall into the same general class. From the 
standpoint of inventories, September 30 appears to be an 
appropriate closing date. 
Rubber goods. The type of product manufactured has 
a vital bearing on the trend of production. Manufactur-
ers of automobile tires are most active during the period 
from May to October and least active during the period 
from November to February. For manufacturers of boots, 
shoes, and clothing requiring rubber, the lowest produc-
tion is during June and July. December 31 is a suitable 
closing date for the former class of manufacturers and 
June 30 for the latter. 
Sawmills and planing mills. Lumber is cut during the 
winter and sent to the mills in the spring. Receipts at 
such markets as St. Louis and Chicago and freight-car 
loadings indicate that the peak production occurs from 
May to October and low production from January to 
March. February 28 ends the natural business year. 
Shipbuilding. Operations in this industry are slowed 
down during the winter season and are at a minimum dur-
ing January and February. If December 31 were used 
as the closing date, the financial statements would reflect 
the results of completed contracts, and the inventory 
would be low awaiting a survey of requirements for new 
work to be started the following spring. 
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Sugar. Refineries operate under pressure from Feb-
ruary to August and production is curtailed during the 
fall of the year. October 31 is a suitable closing date. 
The conclusions indicated above with respect to the 
natural business year must be considered in a broad, gen-
eral sense. It must be recognized that the lack of appli-
cation of a conclusion to a particular organization may 
arise because of any one of a number of peculiar condi-
tions that might exist either inside or outside that organ-
ization. In a final analysis the problem must be solved 
by the individual enterprise. The various factors that in-
fluence the determination of the natural business year 
must be taken into consideration and an appropriate 
closing date decided upon. 
A ready index, in organizations which maintain a per-
petual inventory, will be found in such records. If a tabu-
lation showing the inventory balances by months for a 
term of four or five years is prepared, it will be possible 
to determine by years the more or less constant period of 
relatively low inventory. The tendency may not be ab-
solute because a business depression might influence the 
trend temporarily, but a practical conclusion could be 
drawn from the information as a whole. 
Even though monthly balances are not obtainable from 
accounting records, it is possible that the recollections of 
executives who have had years of experience in a particu-
lar business will be serviceable in establishing the closing 
date which could best be used. In any event, a little 
serious attention to the situation will undoubtedly sug-
gest the best basis for arriving at a conclusion. 
It is true that many business men already recognize the 
advantages in economy and convenience that would result 
from the adoption of a fiscal year that would harmonize 
with the natural business year. 
I I 
Y O U C A N ' T J U D G E Y O U R B U S I N E S S 
B Y T H E P A S T T H R E E Y E A R S 
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Y O U C A N ' T J U D G E Y O U R B U S I N E S S 
B Y T H E P A S T T H R E E Y E A R S 1 
Reasons for failures in business. Application to specific cases. Need for 
audits. Heavy inventories and stock turnover. Defalcations and frauds. 
EDITORIAL N O T E : Record of failures for years 1918 to 1923, inclusive. 
Reading and interpreting accounts. The significance of turnover. 
I F I were asked at the present moment for the most 
serviceable warning to a business man, I would say: 
" D o n ' t expect to stand on the record of your house 
for the past three years." 
The extraordinary conditions of the past three years 
cannot continue to exist. Already some reaction has 
been felt, and this is going to continue for some time. 
As accountants, we know that firm after firm has 
made vast amounts of money during the past three or 
four years without deserving success. Firms which 
produced inferior goods, firms which have had bad 
management, firms which, under anything like ordi-
nary conditions, would have been dire failures, have 
made money despite these things, and have made i t 
so easily that i t is no wonder some of them are de-
ceived into thinking it must be a result of their su-
perior ability. 
Nothing that I have to say in this article applies, 
1 F r o m the American Magazine, M a r c h , 1921. 
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with any force, to those years. But it is going to ap-
ply from now on. The real tug of war for business is 
just beginning. Firms which have made money sim-
ply because there was such a demand for goods at 
high prices that they could not help making money 
are going to find out that it takes something more 
than being in business to make a post-war success. 
A good many of these firms wi l l go under. 
If this sounds pessimistic, let us consider the ordi-
nary records of business. A t least 75% of all con-
cerns started, fail. I have verified this statement by 
calling on an authority in such matters. It is as near-
ly correct as is possible. M e n who start out i n busi-
ness seem to know so little about it that it is a wonder 
even so large a proportion as 2 5 % succeeds. 
Among our clients are all kinds of companies, from 
very small concerns up to railways, cities, and even 
governments. B i g companies fail in almost the same 
proportion as smaller ones; but their affairs are so 
complicated that it is difficult to use them to illus-
trate single points. Small businesses often turn for 
their success or failure upon a single point, because 
their affairs are simple. 
One of our clients went into business—we wi l l say 
the wholesale crockery business—with $30,000 of 
borrowed capital. This client was a good buyer and 
an excellent salesman. H e knew his merchandise and 
the markets for it. 
Six months after his start he came to us boasting of 
his prosperity. H e had been taking out five or six 
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hundred dollars a month for his personal expenses, 
had paid his employees promptly, and had paid off 
$15,000 of the $30,000 he had borrowed. I n his es-
timation his business was an assured success. 
W e went over his books. H e had paid off his 
notes regularly; but he had extended his credit i n the 
purchase of merchandise. H i s accounts payable had 
never been footed up. Almost al l of his current bills 
were unpaid. H e had enough of them outstanding to 
eat up every dollar of the $15,000 he thought he had 
paid back on his capital. In reality, his business had 
not made a dollar. 
When he was told that he was just about where he 
had started he refused to believe it. A n d when at last 
he did see that in those six months he had made noth-
ing but his own salary, he almost collapsed. This is 
not at all an exaggerated case, nor is it an infrequent 
one. I have known hundreds of men, even thousands, 
who have run their businesses as this man did, figuring 
on the cash basis only. 
A merchant who sells cotton goods wi l l figure in 
December: " W e l l , I had $20,000 in the bank on J a n -
uary 1; I've got as good a balance now, and I've drawn 
$15,000 for personal expenses during the past year. 
The business is in good shape." 
On his shelves we wi l l find bales of goods which are 
worth $10,000 less than those the shelves held last 
January. The amounts due him from the various 
purchasers of his goods are $5,000 less than i n Janu-
ary. I n addition, his accounts payable total $2,000 
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more than i n January. In reality, therefore, he is 
$17,000 poorer than he was in January, even though 
he has the same amount of cash on hand. 
I t seems incredible, when the facts are stated i n 
plain English, that men should look at a part of their 
business and take it for the whole; but consider the 
history of the ordinary man who works himself up in 
the world. 
A shoe manufacturer, for example, does not, as a 
rule, develop from the bookkeeping department. H e 
begins by working at a bench; then he becomes in turn 
foreman, assistant superintendent, superintendent, 
and finally he goes into business for himself. This is 
the regular road that heads of manufacturing busi-
nesses have traveled. There are only occasional ex-
ceptions. 
N o w , where does such a man's chief interest lie? I n 
the production of good shoes. As a second thought, 
he knows that the shoes have to be sold; and as a re-
mote third thought, he knows that some system of 
accounting must keep him informed as to how the 
production and selling balance. H e hires a book-
keeper, looks at the cash balance every month. Per-
haps he looks at the trial balance of his books, but 
his main interest is in the cash balance. When men 
who run a business in this manner succeed—and they 
do sometimes—it is largely a matter of luck. 
A s I said before, 75% of businesses started, fail. 
A t least 5 0 % of these fail because of lack of capital. 
A man gets a brilliant idea and he cannot wait to be-
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gin. H e starts out on a shoe-string, and fails, as a 
matter of course. 
According to our experience, any man who wants 
to start i n business for himself needs: 
1. T o know the business 
2. T o know where he is to get his capital 
3. T o work with enthusiasm 
4. T o know how to read his accounts 
O n a liberal estimate, only 10% of al l businesses 
employ public accountants; 9 0 % flounder along some-
how, except where some man of unusual intelligence 
is able to read his own business. 
A n auto salesman, who ran a shop selling several 
lines of autos and of auto accessories, found himself 
i n difficulties. This man was a first-class salesman 
and a good engineer. But the bookkeeper to whom 
he entrusted his accounts got away with a good deal 
of money. The owner ruefully examined the books, 
but found that he had no idea of how much he had 
been mulcted. So he sent for our firm to go over his 
books. 
After finding that, apart from the peculation, he 
was doing a good business, we suggested that he have 
a monthly audit and report made, so that i t would be 
impossible for his bookkeeper to get away with funds 
a second time. H e assented. 
L i k e most men, this man had very little capital. H e 
was financed i n great part by the auto companies 
whose machines he sold. But he had never had a 
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clear idea of his financial condition, and this, together 
with the fact that his bookkeeper had defaulted, 
caused his relationship with these companies to be-
come strained. Yet he needed their backing. Before 
he had received many of our monthly reports, he was 
sending copies of them regularly to the companies 
that were, or had been, backing him. The results were 
prompt. Relations became more cordial, credit was 
extended, money advanced. The president of one 
of the companies wrote him a personal note congratu-
lating him upon the method he used to keep informed 
as to exactly where he stood. 
W i t h this approval, and with the absense of worry, 
he gained confidence and went to work with greater 
vigor. The war helped along, so we cannot credit 
all of his big success to this one factor. But war or 
no war, that man was on the road to success just as 
soon as he began to know his business. Added to his 
real ability, i t gave him the power to get capital, which 
was what he most needed. 
Inability to read business is not confined to small 
concerns. A certain large manufacturer, making three 
classes of desks, called on us to go over his accounts. 
The factory was working on a well-defined basis. On 
desk number one, the salesmen were instructed to get 
al l the orders they possibly could. On desk number 
two they were to take any orders that came along; 
on desk number three they were to take orders only 
when accompanied by an order for desk number one. 
" Y o u see," the owner explained, " w e are coining 
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money on desk number one, making a fair amount on 
desk number two, and not a cent on desk number 
three." 
H e thought he was right. But we installed a cost 
system for him, and before we had finished with it he 
had sent out a hasty order to reverse instructions. 
Number three was made the leader, and number one 
was sent out only on an order which included number 
three as well. The owner was right about desk num-
ber two; but by some process things had become badly 
mixed as to costs on desks one and three. 
Another manufacturer was making both power and 
hand vacuum cleaners. There was an excellent mar-
ket for both, but the manufacturer complained that 
he could not make hand vacuums cheaply enough to 
sell them at a price that would meet competition. 
When we went over the books we found that cer-
tain fixed charges, such as insurance on a part of the 
factory, depreciation, a part of the executives' sal-
aries, and so forth, were being charged to the hand 
vacuum cleaners. This was correct; but the fact re-
mained that the owner of the factory would have to 
pay these charges even if he did not manufacture a 
single hand cleaner. Shutting down that part of the 
factory would relieve him of neither insurance nor de-
preciation, and his executives could hardly be re-
duced enough to make a perceptible difference i n 
charges. If these charges were taken off the hand 
vacuum cleaners, he could make a price that would 
meet competition. A n d if he could sell enough of the 
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cleaners he could carry the charges, keep the lower 
price, and sti l l make a profit. 
When we convinced him of this he went to work 
on a drive to sell the hand cleaners. The market was 
good; he sold them, and made a good profit and a 
real one. There was no error i n figures here; i t was 
simply a matter of reading them to the biggest profit 
of the concern. 
One of the biggest factors i n the development of 
the public understanding of figures is the income tax. 
Several millions of people have been forced for the 
first time to consider themselves in figures. Most of 
them have accepted the tax conscientiously. They 
have worked out their own problems or called on pub-
lic accountants for help. But every individual who 
pays a tax has a deep and vital interest in the amount 
of that tax. Perhaps he has had no idea of himself 
in figures before. 
N o t only do figures themselves tell tales, but their 
relation to other figures in other businesses tell tales 
which can be known only to men who have handled 
many of these accounts. 
When an employer hires his help among strangers, 
he is not l ikely to make the mistake of overloading 
his pay-roll. B u t many firms are family affairs. 
A certain manufacturing concern of long prosperity 
was thrown by the death of the founder into the hands 
of the second and third generation. The business 
was i n good shape; there seemed no reason for the 
members of the family to seek jobs elsewhere. It 
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was taken for granted that when John and T o m and 
H a r r y grew up there were places waiting for them 
in the plant. As a matter of course, the important 
positions, and a number of unimportant ones, were 
filled by sons, grandsons, nephews, nieces, and even 
odd cousins of the founder. 
F o r a time, the business went on successfully. Out-
wardly it was as sound as ever. Orders continued to 
come i n , because of the past history of the concern. 
Then slowly, but surely, i t began to slide down-hill, 
and finally it wound up in the hands of a receiver. 
Probably none of the family realizes to this day just 
why it failed. But had one of them been able to 
read his business without the veil of family affection 
getting between him and his books he never would 
have consented to the high wages and inefficient ser-
vice he tolerated in the family. 
Very often I am asked how large a concern should 
be, or what volume of business i t should do, before it 
calls i n a public accountant. A n y business big enough 
to keep books is big enough to need an accountant to 
go over them. The biggest job I have personally 
handled was when, with M r . Haskins, we revised the 
accounting system of the United States Government 
under the Fifty-third Congress. 
Auditing the books of a big concern usually means 
auditing the auditor. Most big concerns possess an 
auditor who is an accountant. H e acts as a check on 
the treasurer and all subordinates who deal with 
money. But there is no one to act as a check on the 
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auditor! F o r its own protection, the firm employs 
outside public accountants so that no possible mis-
take or peculation can remain undiscovered. 
Among our clients is a certain large company which 
engages us to keep such a close watch on its financial 
affairs that no employee of the company, even the 
president himself, can take a bond or a coupon from 
the company vault without one of our representatives 
being present to see him do it. 
One of the very small jobs a member of my firm was 
called on to undertake was that of installing a system 
of accounts for a small catering business. The man 
had begun by serving suppers and dinners, cooked 
wherever they were served, or carried from his own 
kitchen. H e was always hard-up for cash. When he 
received an order, he had to go out and buy the food 
needed and engage assistants. H e had to pay cash, 
as he had no credit, but he very seldom was paid cash. 
I n his desperate need for ready cash he had fallen 
into the hands of the loan sharks. B y assigning to 
them the whole of his payment for the order he held, 
he could get them to advance about 5 0 % of the 
money. A good part of the other 5 0 % went to them 
as interest on the loan. H e had been doing this in 
lieu of anything better, when someone told him that 
i f he had a statement of his business to show to a 
bank, the bank would lend him money at a lower rate. 
H e had no idea how to make out a statement, and 
so he sent for us to do this for him. There was little 
data to go on, but we installed a system of bookkeep-
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ing for him, and in a very short time he had a state-
ment, which he took to a bank and borrowed money 
on, at 6 % instead of nearly 5 0 % . 
M a n y firms are beginning to employ accountants 
as the Chinese employ their physicians, to keep them 
in a state of financial health. W i t h some large firms 
accountants are invited to make examinations at their 
pleasure, others want such examinations at regular 
intervals. One of the important discoveries my firm 
has made—a discovery made at the same time by 
many others—is that a year is too long a time to let 
books and accounts run on unchecked and without 
close analysis. Business health demands more fre-
quent examination of its accounts than an annual one. 
In the affairs of my own firm we make a practice of 
preparing monthly statements, so that for practical 
purposes our business is run on a 30-day basis. A n y 
man who can run his business on a 30-day basis is 
going to have a much better chance of success than 
one who runs it on an annual basis, because he is 
better informed as to its needs and demands. 
Primari ly , an accountant is not employed to give 
advice, but sometimes he is asked to, and then it be-
comes a part of his business. 
A merchant, carrying silks, once cordially observed 
to our representative who was working on his ac-
counts: " N o w , when you have completed the work, 
do sit down and tell me your observations on the busi-
ness." The accounts were correct and with that the 
merchant was likely to be satisfied. But our represen-
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tative said: " Y o u are carrying too much stock. Y o u 
are borrowing to carry stock, and it is costing you pro-
portionately too much. Reduce your stock 10%. 
Your business wi l l not suffer, and you wil l be i n better 
financial condition." 
The silk merchant was bewildered. H e had carried 
a certain amount of stock without analyzing it i n pro-
portion to its carrying charges. On thinking it over 
he admitted that a reduction of 10% would not hurt 
business and he accepted the advice, to his profit. 
Frequently a business is injured by carrying stock 
much too large to be profitable. 
Very often merchants do not know how often they 
turn over their stock i n a year. 
" Y o u r turnover is twice a year," is a frequent re-
port, when the turnover should be at least three times 
a year. Then it is up to the merchant to locate the 
reason, which may lie i n extravagance i n buying or a 
poor selling force, or a bad selection of goods. Some-
times the accountant can help by pointing out goods 
that are holding back the rate of turnover, and the 
merchant disposes of these at a bargain sale and be-
gins again. 
There seems to be a popular idea that the stopping 
of thievery is the accountant's chief function. As a 
matter of fact, only a small proportion of all firms in 
business have any peculation. People always express 
surprise when some trusted official goes wrong. They 
forget that it is only the man who is trusted who has 
the chance to go wrong. There doesn't seem to be any 
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l imit to the number of ways i n which a man may steal, 
once he has determined to steal. On a large pay-roll 
a paymaster may keep the names of a number of peo-
ple who do not exist, and collect for them every week 
for a long time before he is found out. The cashier 
may simply overadd the pay-roll, and pocket the 
difference. 
One very large fraud was perpetrated on a bank 
which used adding machines. The accountant exam-
ining the bank went through the accounts twice be-
fore he discovered how the fraud had been accom-
plished. The books seemed all right, but finally the 
adding machine lists were gone over carefully. The 
figures on the slips were correct but the totals were 
not. The operator had used the "no pr in t" key to put 
i n a figure to his own advantage and the machine had 
added correctly but had omitted to list the figure used. 
A t the time of this fraud adding machines were more 
of a novelty than they are now. Since then, examiners 
have made sure that the figures on the machines are 
all there, and are all what they should be. 
Graft is one of the most difficult things for an ac-
countant to locate. The steward of a club may be 
receiving 10% on al l bills sent to the club. The 
retailer who sells to the club scatters this amount 
through various items on his bills, and refunds i t to 
the steward. Unless one item is large enough to 
arouse suspicion such graft may go on undetected 
through a long period. 
One quite elaborate system of stealing was devised 
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by a shipping clerk who worked in a builder's supply 
house. This clerk would receive an order which made 
him take from stock one dozen electric fixtures. H e 
altered the number on the order to 18 and sent the 18 
fixtures out by a drayman who acted as an accom-
plice, and who delivered the 6 extra fixtures to the 
shipping clerk's home. When the ticket came back to 
the firm the drayman had again altered the figures to 
read 12 instead of 18. It was some time before the 
discrepancy between the stockroom list and the ship-
ping tickets was discovered. 
One of the common kinds of peculation, for which 
accountants are always on the lookout, can be worked 
without an accomplice. A bookkeeper and cashier 
receives a check from a customer, a M r . R — . The 
bookkeeper cashes the check, taking the money from 
the cash drawer. H e fails to credit M r . R — ' s ac-
count. A second check comes in , this time from M r . 
B — . The bookkeeper deposits that check, but splits 
it in recording it , crediting a part of the money to 
M r . R — , and a part to M r . B — . A third check, com-
ing in from M r . S—, is credited partly to M r . R — , 
M r . B — , and M r . S—. The fourth check the book-
keeper may cash and begin again. This process is 
known as " k i t i n g . " Just how long a bookkeeper can 
do this, without an audit of the accounts, depends on 
how long the suspicions of the firm can be lulled. The 
practice would soon be detected by a skilled public 
accountant. 
Frauds in banks often involve very complicated 
BASING BUSINESS JUDGMENT ON PAST 33 
schemes and sometimes amazingly simple ones. A n 
inactive bank account, where no statement is required 
because the holder of the account is not drawing 
checks, may be manipulated by the simple process of 
taking funds from the bank and charging them to that 
account. A teller can do this with impunity as long 
as the bank does not send out a statement. But , when 
banks are sending monthly statements to all their 
depositors, this danger is lessened. 
A bank clerk may take securities which a man has 
put up as collateral for a loan and speculate with 
them, replacing the amount in securities before the 
loan is repaid. As few men ever list their securities 
by number, and care little whether they get back the 
same securities they deposited, so long as the value 
is the same, this kind of thing may go on until the 
bank clerk fails in his speculation and cannot replace 
the securities. Then he is l ikely to replace them by 
other securities of the same kind deposited by an-
other bank client. Often, at the end of a series of 
such peculations, the thief, as well as the bank, has 
no idea of the amounts taken. 
One cashier in a department store had a novel 
method of peculation. The store gave a discount of 
10% to religious and charitable associations, min-
isters, and so forth, when it was asked for. M a n y 
people did not know that this discount was given. The 
cashier found out that fact, and began to examine the 
people who came to pay bills. When, by their attire, 
by the address to which the goods were sent, or by any 
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other means, she could definitely find out that the 
people paying were connected with some religious or 
charitable association, and that they did not know of 
the discount, she accepted the full amount from them, 
marked the b i l l down 1 0 % and pocketed the discount. 
Final ly , however, she was detected. 
Peculation is more frequent where a man holds two 
or more positions in the same company, or with differ-
ent concerns. When a person keeps the books and 
the cash, he can more easily cover up any fraud. If 
a man is treasurer of several associations, he can use 
the securities or cash of one to replace those of an-
other for some time without raising suspicion. 
B u t al l kinds of stealing are accountable for so 
little, relatively, in the field of business that everyone 
tends to overemphasize their importance. The bigger 
detriment to business are the men who plunge in and 
then fail , lose their own time, their own money, and 
other people's money, because they cannot, or wi l l 
not, look ahead. The failures of business retard busi-
ness to a degree that no stealing ever has equaled or 
ever w i l l come near equaling. 
E D I T O R I A L N O T E : Prior to the appearance of this arti-
cle in the American Magazine an announcement was made 
by a poster which was issued from the office of the editor. 
It read: 
How DOES B U S I N E S S L O O K TO You? 
What do you expect of the next three years? Do you feel 
about the future as does Elijah W. Sells? Mr. Sells, of Has-
kins & Sells, Certified Public Accountants, says, "You cannot 
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judge your business by the past three years." Since 1917, 
Government contracts and post-bellum extravagance have 
thrown an aura of golden prosperity across our business horizon. 
"But times have changed," says Mr. Sells. "It's what you do 
during the next three years that will determine your business 
existence." 
Here's a lot of sound business advice that's abreast of the 
times. And from a man who probably has seen more failures 
from the inside than any other human being. It's an article 
that every business man—yes, every business woman, too— 
should read, and read carefully. 
Many did read, and perhaps were mildly interested. 
Others read and perhaps took the caution seriously. U n -
fortunately, however, only too few who needed the infor-
mation most were able to benefit from it as is evidenced 
by the high mortality in business reflected in the reports 
of failures. In the annual publication of the United States 
Bureau of Foreign and Domestic Commerce appears a re-
capitulation of figures compiled from Dun's Review as 
follows: 
1918 9,982 
1919 6,451 
1920 8,881 
1921 19,652 
1922 23,676 
1923 18,718 
1,708,061 .58 
1,710,909 .38 
1,821,409 .49 
1,927,304 1.02 
1,979,389 1.19 
1,996,004 .94 
The increase in the number of failures during the last 
three years over the number during the first three years 
is astounding, but at the same time it represents a not 
wholly unexpected condition to one having the foresight 
of M r . Sells. The reasons for the increase in failures can-
not be definitely classified, although if such a division 
could be made it is probable that the majority of concerns 
Year Number of Failures 
Number of 
Business 
Concerns 
Percentage 
of Failures 
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failed because of one or more of the causes enumerated 
in the article, namely, lack of knowledge of the particu-
lar business, inability to secure necessary additional work-
ing capital, lack of enthusiasm, and inability to read ac-
counting statements. 
The first three causes are more or less self-explanatory 
and in general are understood in varying degrees by busi-
ness men. The fourth cause, that of an inability to read 
and interpret accounts, is understood only vaguely by a 
majority of those engaged in business pursuits. This sit-
uation, in a large part, exists because of the indifference 
which many manifest in the accounting requirements of 
their business. Until business men understand the value 
of the information contained in their accounting records, 
and until they so equip themselves, by studying and by 
giving increased attention to the subject, that they will be 
in a position to utilize this information, the condition will 
not be greatly altered. 
The intelligent and progressive business man of today 
is not content to lay aside his financial statements after 
they have served the purpose of government tax calcula-
tions. He is interested in the figures as they may be 
serviceable in the revision of his manufacturing and mar-
keting policies. He considers the accounts on a relative 
basis, comparing the amounts of one period with those of 
another. He tries to discover the operating costs that 
may be decreased through an improvement in his meth-
ods, and he is constantly on the alert to ascertain the 
effects of his expenditures as they relate to the volume of 
business he is transacting. 
Another matter of increasing importance during recent 
years is that of turnover. Many manufacturers, whole-
salers, jobbers, and other dealers handling merchandise 
in large quantities generally recognize the fact that the 
efficiency with which they use their capital is measured by 
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the number of times that the capital can be invested and 
reinvested in their business over the course of a year. The 
greater the turnover, the greater will be the net return on 
the investment. There are, of course, limitations imposed 
in the determination of the average stock to be carried, 
brought about by the nature of the particular business, 
the practical requirements from a marketing standpoint, 
and so forth, but these factors may be given due consid-
eration in the formulation of a suitable policy. 
The smaller merchants, notably those doing a retail 
business, are still grappling with the problem. In a pam-
phlet issued by the Domestic Distribution Department of 
the Chamber of Commerce of the United States, the at-
tention of retailers is directed to the significance of mer-
chandise turnover and to the advantages of exercising 
adequate stock control. It is pointed out that although 
the importance of turnover is recognized and accepted, 
there are frequent violations of its most fundamental 
principle, that of overbuying, even among comparatively 
progressive merchants. An addition to the cash discount 
or an attractive price concession sometimes will induce 
the purchase of considerably more goods than can be sold 
within a reasonable turnover period. This entails the like-
lihood that a season will pass leaving costly merchandise 
in stock and causing, finally, mark-downs and sacrifice 
sales. 
It is true, of course, that a merchant may be too con-
servative and buy less than could actually be sold. This 
is not, however, a really serious condition except when 
carried to the extreme, because, unless transportation 
facilities are very poor or the distance from supplies very 
great, a shortage usually can be adjusted in a few days, 
and often in a few hours. By providing himself with ap-
propriate stock records and by considering the specific 
needs of his particular business, the retailer can avoid the 
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danger of underbuying and overbuying, and can determine 
the exact policy that he should follow in order to secure 
the maximum turnover. 
III 
CERTIFIED PUBLIC ACCOUNTANCY 
AS A PROFESSION 
III 
C E R T I F I E D P U B L I C A C C O U N T A N C Y 
AS A P R O F E S S I O N 1 
The work of the public accountant differentiated from that of the private 
accountant. New Y o r k State Society of Certified Public Accountants. 
The Association of American Rai lway Accounting Officers. Advance-
ment of the profession. The independent periodical audit as a safeguard 
for the public. 
EDITORIAL N O T E : Proposed accountancy legislation in N e w Y o r k State. 
Resolution of N e w Y o r k State Society of Certified Publ ic Accountants. 
El iminat ing unqualified public accountants. Efforts of M r . Sells i n pro-
moting accountancy to a professional position. 
A P U B L I C accountant is one who is skilled in the 
science of accounts and who offers his services to the 
public for various purposes, such as auditing, which 
embraces the verification of balance-sheet items and 
accounts of operations and in many cases includes a 
certificate to accompany the statements rendered; ex-
amining and reporting upon the affairs of those en-
gaged in every field of activity for the most part for 
bankers and others interested in investments; devis-
ing and installing new systems of accounts; revising 
and improving existing systems, and consulting as to 
classification of expenditures, the character, form and 
order of information to be prepared from the records 
and presented. 
1 F r o m the Manufacturers Record, September 16, 1915. 
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The public accountant, unlike the private accoun-
tant, takes the view-point of an impartial outsider, 
does his work accordingly, and presents the results of 
his investigation in the form and detail which his 
judgment may dictate, which may or may not be in 
accord with the proprietor's views. The private ac-
countant has to do with the accounts of an individual 
or an organization, and is usually in a subordinate ca-
pacity rather than in an independent position. 
As representative of a very high type of public ac-
countants in this country may be named the New 
York State Society of Certified Public Accountants, 
composed of accountants who have received certifi-
cates as to qualification and authority to use the title 
"Certified Public Accountant" from the Regents of 
the University of the State of New York. 
As representative of the very highest type of pri-
vate accountants may be named the Association of 
American Railway Accounting Officers, which is prob-
ably the most efficient body of private accountants in 
the world, having succeeded i n developing for a most 
complicated business a simple and practically uniform 
system of accounting. 
Although there are evidences that professional ac-
countants existed in Italy several hundred years ago, 
and that they have been in Scotland for over 100 
years, the profession, as it is now understood, is large-
ly a creation of the last 50 years. Hence it is of very 
recent origin as compared with the professions of 
law and medicine. In the former, which dates from 
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the time of Moses, there have been recognized de-
grees for its practice as far back as 1149, but i n this 
country there was no recognized legal organization, 
such as the American Bar Association, until 1878, 
and i n the latter it is necessary only to mention such 
names as Hippocrates and Galen to convey the idea 
of its antiquity. I n England the Royal College of 
Physicians was projected by the celebrated D r . L i n -
acre i n the year 1518, and this may be considered the 
beginning of the movement i n English-speaking na-
tions for disseminating medical knowledge through 
such institutions. Surgeons i n England, however, 
were classed with barbers unti l 1745, from which 
time on a distinction between them was made and a 
distinguished branch of the medical profession given 
somewhat tardy recognition. 
So far as the English-speaking nations are con-
cerned, the Scottish appears to be the first to produce 
the professional accountant. The Edinburgh direc-
tory of 1773 designates seven persons i n that city as 
accountants, although the Society of Accountants i n 
Edinburgh was not organized until February 4, 1853, 
and its Royal Warrant received until October 23, 
1854. 
A Scottish accountant, Charles Selkrig (1760-
1837), on one occasion was awarded a fee of about 
£20,000, which must have been a record for his time, 
and would be considered large even i n these days. 
In the United States the Institute of Accountants 
was organized in N e w Y o r k in 1882, and the American 
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Association of Public Accountants was incorporated 
August 20, 1887, but accountancy as a profession in 
this country may be considered as beginning with the 
Act of the Legislature of the State of New York Au-
gust 17, 1896. This act empowered the Regents of 
the University of the State of New York to pass upon 
the qualification of applicants and to grant certificates 
authorizing the use of the title "Certified Public Ac-
countant." Since that time 39 other states have passed 
similar laws, the qualification requirements under 
which vary in some respects, but are practically the 
same. They are, ordinarily, that the applicant shall 
have had a high-school education or its equivalent, 
two or three years' experience in public accountants' 
offices, the necessary moral qualifications, and shall 
pass the prescribed examinations. There is no na-
tional law in this country relating to the profession, 
and, unlike the members of the legal and medical 
professions and some others, members of the accoun-
tancy profession are not exempt from jury service, 
nor do they enjoy the right of privileged communica-
tion; they are not required to obtain licenses after 
examination before beginning practice, and anyone 
can take up the practice of accountancy, no matter 
what his qualifications may be so long as he does not 
use the title "Certified Public Accountant," to which 
only duly authorized accountants are entitled. 
In the last few years accountancy has found a place 
in college education, the United States being the 
first country to recognize the importance of estab-
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lishing accountancy in college curricula. The School 
of Commerce, Accounts, and Finance installed by the 
New York University in 1900 was the first of its kind 
in the world. Beginning in a modest way in that year, 
the school has had a wonderful growth until for the 
school year 1914-1915 it carried 2,852 students on its 
rolls. New York University's lead has been followed 
by 18 other institutions in the United States, which 
have established separate schools for instruction in 
accountancy and kindred subjects, 16 of which car-
ried 5,183 students on their rolls for the school year 
1913-1914. 
The advancement of the profession of accountancy 
is keeping pace with the commercial expansion and 
development in this country. Its importance is rec-
ognized by governments, states, municipalities, rail-
road companies, manufacturers and large undertak-
ings of every description, as is indicated by the ever-
increasing extent to which the services of the members 
are requisitioned, as well as by the number of corpo-
rations appending to their published annual reports 
the certificates of certified public accountants. 
The independent periodical audit is a safeguard 
and a decided restraint upon the officers and em-
ployees of any business. By means of it investors in 
the securities of corporations are protected and trus-
tees of educational and eleemosynary institutions are 
kept informed of financial conditions. 
And perhaps more to the point than anything else: 
The purposes of the audit are to detect and set 
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straight irregularities, whether intentional or other-
wise. It gives to those interested in the accounts of 
the business examined the benefit of a broad experi-
ence as to the method of presenting the financial con-
dition, which is of practical advantage, at a nominal 
expense. 
In Great Britain public auditors are elected, ac-
cording to legal requirements, by stockholders at the 
annual meetings of corporations. No doubt the busi-
ness world in this country would be better served if 
we had a similar law instead of leaving the selection 
of accountants to officers of corporations or boards 
of directors. 
Perhaps, on account of the rapidity of its growth, 
however, there is occasionally found a business man 
who fails to understand that the members of the pro-
fession of accountancy must not be placed in the at-
titude of competitively bidding for work. Who would 
think of asking two or more members of the legal pro-
fession or of the medical profession to submit bids? 
EDITORIAL N O T E : The increased attention which has 
been given since 1915 by legislative bodies to the status of 
public accountancy is of interest not only to the accoun-
tant but to the public as well. While no definite legisla-
tion placing a limitation on all of those engaged in practice 
has been consummated, the agitation which has arisen 
among accredited accountants has caused to be prepared 
drafts of proposed bills that may be presented as a means 
of protecting and conserving the interests and welfare of 
the public. 
That our present C. P. A. legislation was passed for the 
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benefit of the public and not for that of the certified public 
accountant was held in the case of Goldsmith vs. Jewish 
Press Publishing Company, Misc. 789, 195 N.Y.S. 37, 
where Judge Lehman stated as follows: 
The legislature, not for the purpose of creating a mo-
nopoly or new property rights, but for the protection of the 
public, has enacted a statute providing that only persons 
proving their qualifications may represent themselves as 
certified public accountants. 
In view of the fact that the state legislature is compe-
tent, in its exercise of police power, to enact a law prohib-
iting persons from practicing certain specified callings 
without first obtaining a license, it naturally follows that 
if the legislature now enacts a law reserving the right 
to practice as public accountants to those who are prop-
erly qualified, it acts fully within the scope of its author-
ity. It has been held that as one means of protecting a 
community against the consequences of ignorance and in-
capacity, the state may exact in many enterprises a cer-
tain degree of skill and learning upon which the commu-
nity may confidently rely. If these qualifications are 
proper to the calling or profession, and attainable by rea-
sonable study or application, no objection to their validity 
could be raised. 
The New York State Society of Certified Public Ac-
countants has recognized its responsibility to the public in 
this respect. At the meeting of the Society held in Feb-
ruary, 1924, the following resolution was adopted: 
Resolved: That it is the sense of this meeting that the 
society approves of a bill to be drawn to provide that the 
practice of public accountancy in the state of New York 
shall be restricted to certified public accountants as de-
fined by the State Board of Regents; such bill to provide 
for the granting of certificates to those who have been in 
practice as public accountants for an agreed term of years 
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prior to the date of the passage of the bill, and under such 
further provisions as the Board of Regents may designate. 
Even though the favorable effects of the passage of a 
bill as suggested above will not be immediately felt, the 
need for such a measure is obvious. The process of elimi-
nating from the field persons who are not qualified should 
be gradual but certain in its operation. Owing to the fact 
that there are many accountants practicing who have 
not received their state credentials, it is evident that a sat-
isfactory adjustment of the condition cannot he accom-
plished by a single stroke of the pen; it is desirable, and 
only just, that these accountants be given every reasonable 
opportunity to avail themselves of the right to continue 
in practice. When the elimination as provided for by pro-
posed legislation is completed, and only those who can 
meet the requirements as established by the Board of 
Regents remain, the profession of accountancy as it ap-
pears in the eyes of the public will have a new dignity 
and will enjoy the added confidence of those who require 
its services. 
The untiring efforts which M r . Sells has put forth in 
the movement to secure adequate legislation for the bet-
terment of the profession are well known to those with 
whom he has come in contact. His enthusiastic interest in 
this subject as reflected in his inaugural address on the 
occasion of being elected president of the American As-
sociation of Public Accountants in 1 9 0 6 , has continued 
unabated. For this interest and for the high ideals which 
he has inspired among his associates, the profession owes 
M r . Sells an everlasting debt of gratitude. 
IV 
T H E ACCOUNTING PROFESSION: ITS 
DEMANDS AND ITS FUTURE 
IV 
T H E A C C O U N T I N G PROFESSION: ITS 
D E M A N D S A N D ITS F U T U R E 1 
A business career. Benefit of educational preparation. The profession 
of accountancy. Brief sketch of its growth. M a j o r demands on the 
public accountant: auditing, making special examinations, devising and 
installing systems of accounts. Profession deals only w i t h conditions, 
facts, and figures. Equipment of the accountant. Inconsistency of legis-
lation w i t h business policies. 
EDITORIAL N O T E : Recognition of business as a profession b y colleges 
and universities. Extract from bulletin published by the Graduate School 
of Business Administration of H a r v a r d University. Statistical informa-
tion regarding the number of courses given in the various departments 
of business i n the School of Commerce, Accounts, and Finance of N e w 
Y o r k University. 
T I M E was when attention was focused on the pro-
fessions of law, medicine, ministry, and pedagogy as 
alone worthy a young man's ambition, but today the 
one greatest interest of this country, business, calls 
him with no uncertain voice to a career co-equal in 
importance and quite as worthy of his consideration 
from the standpoint of the intelligence it demands and 
its usefulness in the progression of the world. 
In my practice as a public accountant I have been 
brought in contact with men administering pretty 
much all classes of business, and also with those ad-
ministering the affairs of government—federal, state, 
1 Delivered before the College of Business Administration of Boston 
University on the evening of Wednesday, September 29, 1915. 
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county, and municipal—educational and eleemosy-
nary institutions, and with members of various pro-
fessions, and from this experience I have no hesitation 
in saying that our men of business are the peers of any 
of them. They do not seem to have the faculty of ex-
pressing publicly their defense to the frequent unjust 
attacks upon them by the many would-be reformers 
whose only qualifications appear to be glib tongues 
or facile pens. And if it cannot be said that these 
business men are always wholly blameless in their 
methods, I do say that the men of the expansive type 
concern themselves more with the character and use-
fulness of their productions than with the financial 
or money-making end of business, and that they are 
possessed of certain ideals in practically equal degree 
with men in professional life, and in a much greater 
degree than those in public life. Moreover, I have 
found that men in charge of the administration of 
business are quick to discern and utilize the knowl-
edge and ability of other men—a matter in which you 
are especially interested or will be when you conclude 
your work here. 
As proof conclusive of the importance of business 
as a career it may be stated that the great educational 
institutions of this country are making signal strides 
in this particularly practical field by the adoption of 
accountancy and kindred courses which will redound 
to their credit—as they should—and which will be of 
enormous benefit to the country's business interests. 
These courses have created a most favorable impres-
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sion on the minds of the men of business affairs, many 
of whom in the past, we must admit, perhaps reluc-
tantly, have looked with some misgivings on univer-
sity education for those whose subsequent activities 
were to be outside the professions. 
In your College of Business Administration the 
greater part of the courses relate directly to subjects 
necessary to accountancy education. The other 
courses, while not entirely unrelated to accountancy, 
relate more particularly to business administration. 
As a matter of education, the two—accountancy and 
business administration—are more or less interre-
lated, but there is a clear distinction between them in 
the careers that will be open to you when you will 
have finished your scholastic work. Without mini-
mizing the importance of business administration, I 
can say to those of you who have chosen public ac-
countancy for your profession that there is a great 
and growing field before you, for it is estimated that 
only about 10% of the public accounting work in 
this country is now being done that should be done. 
So, going to the public trained and equipped to dis-
charge the many functions of your profession, you will 
not lack opportunity. 
For those who enjoy ancient history there is some 
solace and interest in this subject because the an-
tiquity of accountancy is well authenticated. Baked 
clay tablets found in Assyria reveal the existence of 
private accountants in that country as long ago as 464 
to 424 B. C. But it was not until the fourteenth 
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century in Italy that double entry bookkeeping was 
regularly employed. There are indications of the 
existence of professional accountants as early as the 
year 831, and in 1581 there was formed in Venice an 
association of accountants which, in course of time, 
came to have more power and influence than our 
present-day associations. There were professional 
accountants in Scotland over 140 years ago, the Edin-
burgh directory of 1773 designating seven as accoun-
tants, though the Society of Accountants in Edin-
burgh was not organized until 1853 and received 
its Royal Warrant during the following year. The 
profession in England today is represented by 
several organizations, the principal of which are the 
Institute of Chartered Accountants with a member-
ship of about 5,000, and the Society of Incorporated 
Accountants and Auditors with a membership of 
about 3,000. 
There is much that might be said of other inci-
dents in the more recent history of accountancy, nota-
bly the organization of the professional associations 
throughout the world during the last 50 years. The 
American Association of Public Accountants was in-
corporated nearly 30 years ago—August 20, 1887. It 
is the representative professional body in this country. 
But accountancy as a profession in this country re-
ceived its first legal recognition some years later from 
the Act of the Legislature of the State of New York, 
August 17, 1896, empowering the Regents of the 
University of the state to pass on the qualifications of 
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applicants and to grant certificates authorizing the use 
of the title "Certified Public Accountant." Since 
that time similar enactments have followed in other 
states, until today there are only nine states that are 
without C. P. A. laws. Societies have been organized 
in practically all of the states having C. P. A. laws, 
and these societies are members of and form a part 
of the national organization—the American Associa-
tion of Public Accountants. This association has for 
its purpose the elevation of the profession; the con-
solidation into a single professional interest of all the 
various component parts; making uniform so far as 
practicable state legislation affecting accountancy; 
spreading knowledge of the capacity and usefulness 
of the public accountant; and giving attention gen-
erally to the affairs of the profession. The associa-
tion now has a membership of about 1,200. When the 
time is propitious it is well to join a state organiza-
tion which will bring you in contact with this repre-
sentative national body. 
Only about 18 years ago a well-known public ac-
countant, anticipating the development in this coun-
try of accountancy as a profession and, realizing the 
importance of education for the profession, ap-
proached the president of one of our largest univer-
sities—a man reputed to be progressive—with a pro-
posal to establish in his university a course in accoun-
tancy. The proposal was ridiculed and called absurd 
because universities taught only the arts and sciences, 
and accountancy, the president of the university said, 
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was only a branch of business which had no place 
among them. 
But this is an age of advancement, and that univer-
sity did not long defer its recognition of the impor-
tance of the subject. After some of the other uni-
versities had taken the lead it established courses 
which, like this university and some others, went fur-
ther than the original proposal in that they embraced 
the study of some features of business outside the 
category of accountancy. It is well that these added 
features should be included, for business in this coun-
try overshadows all other interests. It is so big, so 
important, and so susceptible of further development 
and improvement, that the opportunity for the stu-
dent of its administration is boundless. 
The demands on the public accountant are vari-
ous. In this country today the work in general terms 
embraces: Auditing, which has to do with the verifi-
cation and proper statement of assets and liabilities 
and of the accounts of operations, and determining 
fiduciary integrity; special examinations and reports 
on the affairs of those engaged in every field of ac-
tivity, for the most part for bankers and others inter-
ested in investments; devising and installing new sys-
tems of accounts and revising and improving existing 
systems; a miscellaneous class of work such as mak-
ing statements of the accounts of executors and ad-
ministrators and special data for cases to be litigated 
or arbitrated; organization of administrative and 
other branches of business; supervising inventories 
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and appraisals; the preparation of reports and some-
times certificates relating to these undertakings; and 
numerous other incidental matters. 
The profession in the discharge of its functions 
deals only with conditions, facts, and figures. It has 
no place for bias, perversions, fancies, or narrow and 
contracted view-points. It calls for breadth of vision, 
discretion, tact, and diplomacy. The continuance of 
the advancement of the profession which heretofore 
has been marked is necessary in order to keep pace 
with the demands upon it. Its importance is recog-
nized by governments, states, municipalities, corpo-
rations—including railroads, public utilities, banks 
and trust companies, manufactories—firms, individ-
uals, and undertakings of nearly every description, 
including educational, charitable, and ecclesiastical, 
as is indicated by the increasing extent to which the 
services of its members are requisitioned by all of 
these. 
Let us glance at the financial return. It is esti-
mated that, with the members of professional organi-
zations, their staffs, and other practicing accountants, 
there are from 10,000 to 15,000 engaged in public 
accountancy in the United States. Based on the past 
five-year experience of my own firm, I find that the 
average annual return per accountant is about $4,000. 
Probably this would be a somewhat higher average 
than obtains for all public accountants, but assume 
the average to be $2,500, which is slightly more than 
6 0 % of our return. If there are 12,000 people en-
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gaged in public accountancy the annual return would 
be, say $30,000,000. This, bear in mind, covers only 
about 10% of the possible field of public accountancy. 
Carrying the calculation further: According to the in-
come tax returns, there are about 400,000 corporations 
in the United States, and there are at least 600,000 
firms, institutions, or individuals engaged in all classes 
of business and undertakings. If all these corporations, 
firms, institutions, and individuals required the ser-
vices of public accountants annually—a somewhat 
chimerical supposition no doubt, although in nearly 
every instance their services, if available, could be 
utilized advantageously, and the experience of my 
firm as to the gross return from each engagement, 
again reduced by 4 0 % , be used—the annual return 
would be something like $300,000,000, or 10 times the 
estimate of the present annual return. 
These figures may seem alluring, but you must not 
be carried away with the prospects they hold out. 
Anything approaching such a high measure of prac-
tice can only be brought about through the develop-
ment of an adequate and efficient profession. 
As large as the field of public accountancy appears 
to be from these rather imposing figures, and how-
ever proficient you may be at the outset of your 
career, it is not to be expected that you will have im-
mediately a clientele sufficiently large to engage your 
entire time and attention. This leads me to venture 
the suggestion, even if it appears rather bold, that 
there is open to you a new field as an incident to pub-
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lie accounting—that of public office. I believe there 
is urgent need for the services of men who, by reason 
of their training and knowledge, are particularly qual-
ified for consideration of and action on public affairs 
in general, and public financial matters in particular. 
The time is past when we can afford to continue to 
have untrained men administering such public affairs 
as call for expert knowledge. 
There are many public offices available to you 
which would not require all your time, and your in-
cumbency would enable you to foster and protect the 
business of the country which it is assumed you are 
preparing yourselves to serve. Your capacity for 
judgment, your knowledge of efficiency and economy, 
your high ideals—which of necessity as public ac-
countants will be your principal stock in trade—and 
your undoubted attitude of fairness towards busi-
ness, equip you for the undertaking, and would pre-
sent a refreshing contrast to the characteristics of 
the average office-holding and office-seeking poli-
tician. You perhaps will need some practice in speak-
ing from the platform. This can be obtained without 
any loss of time in your work here by debating your 
accounting problems and especially those dealing with 
public affairs. 
It is surprising to find how woefully lacking are 
many of our public officers in the rudiments of ac-
counting. Through ignorance or otherwise they seem 
to confuse hopelessly the most simple accounting 
propositions, and to start endless controversies on 
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matters as to which—when the facts are properly 
stated—there should be no difference of opinion. 
Numberless illustrations of such cases could be cited. 
Let me bring to your attention just two: 
Recently the governor of the state of New York, 
in a special message to the legislature, stated that the 
financial situation of the state was very grave and 
that it would be necessary to provide through direct 
taxation the sum of, approximately, $19,000,000 to 
meet certain deficiencies. Both the ex-governor and 
his former counsel published statements to the effect 
that the tabulations of figures on which the governor 
based his conclusions of the necessity for such a tax 
were erroneous, and that correct tabulations would 
show not only that no such deficit as the governor 
claimed was imminent, but that there should be no 
deficit at all. Without entering into the merits of 
the question, it is evident that either the governor or 
the ex-governor was far astray on the simple matter of 
tabulating accounts, and that the conclusions of 
neither should have been accepted by the legislature 
without further investigation on its part. In inves-
tigations of this character or in the preparation of the 
data in the first place in such a manner as to avoid the 
necessity of investigation, the accountant as a mem-
ber of deliberative and legislative bodies should prove 
to be of the greatest public importance and value. 
The other example: Our income tax law dealing 
with the manner in which the net income of corpora-
tions, and so forth, shall be ascertained, reads: 
DEMANDS AND FUTURE OF ACCOUNTING 61 
Such net income shall be ascertained by deducting from 
the gross amount of the income of such corporations re-
ceived within the year all the ordinary and necessary ex-
penses paid within the year in the maintenance and op-
eration of its business, and so forth. 
In other words, the income account should be pre-
pared on the basis of cash receipts and disbursements 
notwithstanding the fact that a creature of the Gov-
ernment itself—the Interstate Commerce Commission 
—especially provides that the methods to be pur-
sued by the railroads of the country in ascertaining 
their income shall not be on the basis of cash receipts 
and disbursements, but on the basis of income accrued 
and expenses incurred. And most of the larger busi-
nesses of the country so keep their accounts. Yet it 
does not appear that it occurred to any of our repre-
sentatives in passing the bill, or to the President in 
signing it, that there was any inconsistency. 
M y point is that if a public accountant had had 
anything to do with the drafting of the bill, the incon-
sistency would have been apparent to him at once. 
Moreover, the whole bill would have been more logi-
cally arranged and would have been stated in lan-
guage so clear as to render unnecessary the flood of 
rulings of the Commissioner of Internal Revenue, 
some of which appear to be entirely arbitrary. 
However evil may have been the enactment creat-
ing the Interstate Commerce Commission and the 
subsequent enactments extending its activities and re-
tarding railway development, which in turn has re-
tarded agricultural development and hampered busi-
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ness generally, it is to the commission's credit that it 
has held many conferences with the representatives 
of the Association of American Railway Accounting 
Officers, the most notable body of private accountants 
in the world, respecting the form of accounts for rail-
ways and has many times heeded the association's 
recommendations. 
The affairs of governments themselves, federal, 
state, and municipal, are increasing in variety and 
complexity, and their relations with other businesses 
through the somewhat socialistic tendencies of the 
times are multiplied many fold. The qualifications 
of the trained public accountant thus appeal with 
special force to the conservative business element of 
the communities they would offer to represent in pub-
lic bodies. 
No doubt a legal training is of importance in con-
sidering the bulk of legislative questions, still many 
of them involve matters of accounts to such an ex-
tent that in dealing with them the opinion of the 
public accountant would be of particular importance 
and you, with equal propriety with the young lawyer, 
could interest yourselves in public matters and make 
yourselves felt in the councils of the municipality, 
county, state, or government. I, for one, believe that 
your influence would be uniformly beneficial. While 
it is not likely that all of you intend to follow accoun-
tancy as a profession, to those of you who do I urge 
that this feature of your career be given consideration. 
I believe that the time you may devote to this kind of 
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work will not be found to be unproductive for your-
selves or the public, and that ultimately your stand-
ing and influence in the community as well as others 
of your profession will be broadened and benefited. 
One of these days, among other things, there will 
be a movement for legislation calling for compulsory 
audits to be made by the profession of public accoun-
tants. Should you then have some affiliation with 
public office you would be of great value in restraining 
legislation until we have a profession sufficiently 
developed to respond to it. The Massachusetts Act 
of 1903, as amended in 1914, requires corporations 
with $100,000 capital or more to file reports in the 
office of the Secretary of the Commonwealth, which 
shall be accompanied by a written statement under 
oath by an auditor, needs further amendment in order 
to make the qualification of the auditor professional. 
It would be a lamentable catastrophe, however, if 
the profession as it is today were compelled by legis-
lation to meet the requirement of auditing a consid-
erable amount of business because of the lack of num-
bers in the profession to do the work justice. Legis-
lation in this respect should be by degrees and keep 
pace with the advancement of the profession, and 
you will have an opportunity to influence it when it 
comes, as it certainly will, so see to it that such legis-
lation, while conserving the public interest, shall be 
of mutual benefit to business on the one hand and to 
the profession on the other. In any event, see that 
injustice is done to neither. 
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EDITORIAL N O T E : The present prominence which busi-
ness training has attained in educational institutions of 
university rank is at once both striking and interesting. 
While the facilities available for this type of instruction 
had increased tremendously in the successive years prior 
to 1915, even more noteworthy progress has been made 
subsequently. In fact, it was not until recently that some 
of the older and more conservative universities have added 
courses in commercial training to their curricula. 
In a bulletin entitled "Business, a Profession," issued 
by Harvard University, in February, 1924, a clear and 
concise statement appears relative to the importance of 
commerce and industry in America, and also to the motive 
which prompted that university to establish, in 1908, a 
professional school of business. It reads in part: 
Approximately 90% of the American people are supported 
directly by mechanical and agricultural industry and by busi-
ness; the remaining 10% are supported by general business 
indirectly. 
The growth of America has been largely a matter of the 
growth of American industry and business. It is industry and 
business which have made possible our schools and colleges 
and our standards of education. And it is to business and in-
dustry that we must look for the continued growth of our 
schools and colleges, the development of the sciences, improve-
ment in our national standards of living, cultivation of the fine 
arts and all that makes for a keener appreciation of life. 
Business leadership, therefore, merits, first, the dignity and 
respect accorded the recognized professions and secondly, the 
advantages open to them in higher education and training. Busi-
ness is not a new force in the world; it is only its present 
importance that is without precedent. 
Modern business, governed by economic forces and social 
obligations, is the foundation on which rests the sustenance 
of life and the enjoyment of it by the greatest number. Fur-
thermore, a sound and widely spread public-spirited compre-
hension of the economic forces involved in the conversion of 
natural resources into consumers' benefits, is the answer to 
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many national and international troubles today. Without such 
comprehension and its practice the art of living can neither 
be furthered nor preserved. 
Higher training in the professions not many years ago was 
gained by the apprenticeship system; students worked imme-
diately under a single practitioner in law, medicine, or engi-
neering and in that way were trained and taught. But the 
growth of population and its increased financial resources 
created a demand for more men of professional ability and 
higher quality than could be produced through the apprentice-
ship system. In response to this demand the Harvard Law and 
later the Medical and other graduate schools came into exis-
tence. 
The same forces which brought about the passing of the 
apprenticeship system of training in the older professions 
are at work today in business. Up to within recent years the 
apprenticeship system has prevailed in training business men. 
But the growth, the size and complexity of business and the in-
creased pressure upon its leaders has rendered the apprentice-
ship system neither profitable for business itself nor productive 
of the benefits possible by affording men a professional business 
training. To meet the needs of business and the nation for pro-
fessionally trained business men the Harvard Graduate School 
of Business Administration was founded several years ago. 
At the time of his address at the College of Business 
Administration of Boston University, M r . Sells had al-
ready witnessed the rapidly growing recognition which 
many universities had accorded business training. His 
assistance, during the early years of the life of the School 
of Commerce, Accounts, and Finance of New York Uni-
versity played no small part in the development of its 
courses. 
Statistical information regarding the number of stu-
dents in attendance and the number of courses offered in 
the various departments of business in that school is of 
more than ordinary interest. At the beginning of the 
academic year 1923-1924, the names of 7,216 regularly 
matriculated students appeared on its rolls. A tabulation 
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of the number of courses given in the different phases of 
business activity follows: 
Accounting 21 
Advertising and Marketing 27 
Banking and Finance 28 
Economics 20 
Economic Geography 9 
English 9 
Geology of Commerce and Industry 4 
Insurance 6 
Journalism 22 
Law 7 
Management 23 
Public and Social Economy 16 
Retailing 9 
Trade and Transportation 23 
Although the majority of students are specializing in 
accounting, many of them either being in or intending to 
enter the field of public accounting, there is to be noted 
a constantly growing demand for intensive training in 
the other phases of business indicated above. 
It may be said that M r . Sells' active interest in the sub-
ject of higher technical education for business in general 
and accountancy in particular, and his assistance in con-
nection with the early work of the School of Commerce, 
aided greatly in the laying of the foundation upon which 
the present impressive super-structure rests. 
Department Number of 
Courses 
V 
COST ACCOUNTING 
V 
COST A C C O U N T I N G 1 
Growing importance of cost accounting. Estimated costs versus actual 
costs. Reasons for detailed costs. Three classes of ledger accounts. 
Cost system should provide for three things: materials and supplies i n 
their raw state, materials and supplies undergoing process of manufacture 
wi th the labor and expense incidental thereto, and finished stock. 
EDITORIAL N O T E : Present importance of cost accounting. Service of the 
National Association of Cost Accountants. U n i f o r m cost systems. 
T H E subject of cost accounting is receiving increas-
ing attention from manufacturers. They are realiz-
ing more and more how essential a knowledge of true 
costs is to their success. 
Not so many years ago the business man had pre-
sented to him by his bookkeeper at the end of his 
fiscal year a trial balance which showed only a part 
of his financial affairs. By comparing the surplus, 
which we assume was shown thereon, with the sur-
plus at the beginning of the period, he was able to 
determine what his gain for the year had been. Not 
content with this, he demanded to know how the gain 
had been accomplished. 
The statement of income and profit and loss, crude 
at first, was then prepared. From this statement, as 
developed, he was enabled to see more clearly what 
1 A n address before the National Association of Agricultural Imple-
ment and Vehicle Manufacturers, at Chicago, November 29, 1909. 
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the source of his profits was; to see what his sales had 
been and the cost of such sales. If his profits were 
smaller than he anticipated he realized that either the 
price at which he had sold his goods was too low or 
their cost of production too high. In either case he 
must know what his true costs were. Obviously, be-
fore he could fix his selling price he must determine a 
cost on which to base it; before he could reduce his 
cost he must know where it was too high. 
Up to this point this information had been obtained 
from the general books and estimates of costs, but the 
demand for special detailed information developed 
the need of special cost accounting systems. In re-
sponse to this demand the cost system came into 
being. 
To the business man engaged in manufacturing, the 
cost system has become invaluable. It furnishes him 
with information on which to base administrative 
judgment. It enables him to determine which lines 
of production are profitable and which are unprofit-
able; to push the sale of profitable lines and retard or 
discontinue the sales of unprofitable lines. The cost 
system enables the manufacturer to determine where 
his costs may be reduced either through the reduction 
of expenses or through an increase in the production. 
It also enables him to allocate leaks and stop unnec-
essary waste. 
The time has gone by when the cost of materials 
and supplies used in manufacture is determined by 
deducting from the inventory at the beginning of the 
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period, plus the receipts, the inventory on hand at the 
end of the period. How long would the business man 
continue to employ a cashier whose only means of de-
termining the disbursements for a given period was 
the inventory method? Why should not money in-
vested in materials and supplies have as many safe-
guards thrown around it as cash? 
To develop his business to the highest degree of 
productive efficiency the manufacturer must be able 
to compare the work of his departments, his machines, 
and his operatives. He must be able to gage the effi-
ciency of his managers and superintendents, bolster up 
the weak points in his organization, and harmonize 
the work of the different departments. The cost sys-
tem makes all this possible. It groups items of ex-
pense around units of service, and items of cost 
around units of production. 
As applied to the manufacture of implements and 
vehicles the cost system presents an interesting study. 
The problem before us is to find the cost of the prod-
uct in its completed state ready for shipment. Let us 
take, for example, wagons. Whether they are shipped 
set up, or in parts, the problem is the same. We must 
group the items of cost around our unit of production 
—the wagon. 
Differing in type, style, and finish, as they do, we 
are confronted, however, not with finding the cost of 
a given number of similar units, but with finding the 
cost of a given number of units all of which are differ-
ent in their composition; and, further, the finding of 
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the cost of the various parts of which the wagon is 
composed. The elements of cost are three—first, raw 
materials and supplies; second, labor; and third, over-
head and general expense. Obviously, if we are to ob-
tain true costs our system must be so devised that it 
will guide these elements into the parts making up our 
unit of production. 
Broadly stated, the backbone of the system consists 
of three classes of ledger accounts subsidiary to and 
controlled by the general ledger, namely, the mate-
rials and supplies ledger, the cost ledger, and the 
finished stock ledger accounts. These ledgers, usu-
ally of the loose-leaf card type, are supplemented by 
numerous forms and reports, which collate and sum-
marize the detailed information and serve, in many 
instances, as posting media for charges and credits. 
In some cases they furnish special information, sta-
tistical in its nature, based on the same figures, al-
though differently arranged, as those found in the 
various ledgers. 
The operation of the factory is controlled by a sys-
tem of factory orders which are designated as plant 
orders and production orders. Plant orders are in-
tended to cover the extension, operation, and main-
tenance of the plant. The production orders cover 
all articles manufactured and work performed for 
the trade. Production orders are further classified in-
to standing orders, special orders, and repair orders. 
Standing orders are issued to cover the manufacture 
of small parts of stock, while special orders are issued 
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to cover the manufacture of wagons and such wagon 
parts as are not covered by the standing orders. A l l 
orders for wagons or parts requiring special work 
should be accompanied by full specifications. 
An account should be kept in the cost ledger with 
each standing, special production, or repair order, 
showing as charges the cost of material, labor, and in-
direct or overhead and general expense applicable 
thereto. 
Accounts for standing and special production or-
ders should be credited at cost as completed parts, or 
orders, are delivered to departments where such parts 
are used, or to stock. 
The raw material records form an important part 
of the system. They must be sufficiently elaborate 
to permit of an extensive classification in stock 
ledgers of the lumber, iron, paint, and shop material 
and supplies, in each instance providing separate ac-
counts for each kind and size of lumber or iron, each 
kind of paint, and each article of other material and 
supplies carried in stock. 
In the case of lumber, for instance, receipts of lum-
ber should be recorded daily in the lumber ledger ac-
counts, entries being made from the inspectors' tally 
sheets as to quantities, the prices being obtained from 
the invoices or credit sheets. The invoices should be 
charged on the general books to the "Raw Material-
Lumber" account during the month in which the lum-
ber is received so that the aggregate of all charges in 
the lumber ledger accounts for any given month will 
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equal the total charges to the lumber account in the 
general books for that month. 
Materials and supplies should be withdrawn from 
stock only on properly approved requisitions. After 
being filled, requisitions should be delivered daily to 
the cost department, where they should be priced, ex-
tended, credited to the proper lumber accounts, and 
charged to the appropriate production order or fore-
men's stock accounts. Before this charge is made, 
however, a percentage should be added to the green 
cost of the lumber for the lumber-carrying and kiln 
charges. These charges consist of the expense in-
curred on account of the lumber prior to and during 
the time necessary for proper seasoning and prepara-
tion, such as handling in the yards, insurance, taxes, 
interest, and other things. 
To determine and control the correctness of the 
charges to productive work for such expenses an ac-
count should be opened in the general books called 
"Lumber Carrying Charges," to which should be 
charged the accrued amount of such expenses at the 
time of inventory and all subsequent carrying and 
kiln charges. 
The requisitions should, of course, be summarized 
at the end of the month, and a journal entry prepared 
for the general books to give effect to the foregoing 
operations. 
The remarks relative to lumber apply with equal 
force to the other items of raw material, such as iron, 
paint, and shop supplies, except, of course, in certain 
C O S T A C C O U N T I N G 75 
technical particulars where the material differs physi-
cally. 
Labor, it will be remembered, is also an important 
element in cost. Al l direct labor in the factory should 
be charged to a plant or production order. This is 
accomplished by a system of daily time reports, 
properly approved and summarized by departments, 
posted to the pay-roll records, and distributed to the 
various orders. 
The time of employees who are continuously en-
gaged on the same class of work, such as engineers, 
firemen, truckers, handlers, elevator men, stockkeep-
ers, and others, constitutes the indirect labor, in which 
instances time books should be substituted for the 
daily time reports. Such indirect labor will not per-
mit of direct apportionment, and may be distributed 
on one of several arbitrary bases, the most equitable 
of which appears to be the direct labor hour. 
These operations affecting the labor will be con-
trolled by the general ledger through a distribution 
of the labor account to work in process, extensions 
and improvements, and other accounts. 
Little discussion can be had on the subject of in-
direct or factory expense except as to the basis of 
distribution. Under the present-day departmental 
plan of organization, unit costs by departments con-
stitute the prevailing method. Here the problem is 
twofold. Certain items of overhead or indirect ex-
pense must first be distributed over the various manu-
facturing departments. Having done this, the de-
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partmental overhead must be distributed over the 
work in process. 
In the first instance, such items as heat, light, 
power, rent, taxes, insurance, and so on, must be 
distributed over the wheel, gear, box, blacksmith, and 
any other departments. The wheel department over-
head must be distributed over the wheels undergoing 
manufacture during the period. 
The question of bases is open to discussion— 
whether it should be one of cost or one of time. The 
time basis is the more generally used, and is founded 
on sound principles. 
As was previously pointed out, our cost system 
must be laid out to provide for three things: 
1. The materials and supplies in their raw state; 
2. The materials and supplies undergoing the proc-
ess of manufacture with the labor and expense inci-
dental thereto; and 
3. The finished stock. 
As to the raw materials, we have discussed the 
ledger accounts dealing therewith. 
With regard to the work in process, we have seen 
that the cost ledger provides a medium for recording 
the costs as they accumulate. As parts are finished 
they are transferred to the finished stock. As they 
are transferred, credits to the various accounts in the 
cost ledger are effected by means of clearance sheets, 
which show the quantities and costs of the parts 
cleared. 
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We should now look for a moment at the so-called 
"Finished Stock Ledger." This book contemplates 
an account with each part manufactured under stock 
carried for the trade and an account for each produc-
tion order in the case of special orders. The accounts 
with stock carried for the trade should be arranged in 
accordance with the classes and sizes of parts. The 
accounts for special production orders should be ar-
ranged numerically according to the production order 
numbers. The charges to these accounts are received 
from the clearance sheets which record the transfer 
from the cost ledger when the parts are completed. 
The credits are obtained from the daily reports of 
stock shipped, which reports should be prepared on 
check sheets in the shipping department, one set of 
sheets for each shipping order. These reports should 
be priced at the cost of the articles shipped, as shown 
by the accounts in the "Finished Stock Ledger." 
These principles in cost accounting may be applied 
practically to the production of any of the articles you 
are interested in. Such a system will give not only 
the actual cost of goods sold by invoices and in total, 
but the inventory of all articles of material and sup-
plies, work in progress, and manufactured stock in 
quantities and values at the end of each month, with-
out the necessity of shutting down the plant to make 
an actual inventory count. 
Certain accounts can and should be tested by actual 
count of the articles shown therein from time to time 
without stopping the work of the plant. 
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The system will materially aid in the location of 
irregularities in the handling of material and supplies 
if they exist, and it will show the actual profits or 
losses of the whole business with such segregations as 
may be desired each month, or at such periods as the 
statements of operations are made. The system is 
simple, and yet efficient, and its operation, properly 
administered, will be economical. This must not be 
regarded, however, as more than a mere outline of 
some of the principal features of a modern cost system. 
EDITORIAL N O T E : The statement made in the opening 
paragraph of this discourse that "the subject of cost ac-
counting is receiving increasing attention from manu-
facturers" was indeed a modest assertion. The develop-
ment of industry in the United States and the profits 
accruing therefrom had been so favored by the conditions 
surrounding a new country and the liberal contribution of 
natural resources that for many decades correct cost data 
were relatively unnecessary. After many recurrences of 
panics and depressions, one of the outstanding of which 
was that of 1907, American business men began to realize 
the importance of a better knowledge concerning their 
costs. While the subject was receiving increased atten-
tion in 1909, the instances were somewhat sporadic, and 
there was little evidence of cooperative and general inter-
est along cost lines. 
Edward N . Hurley, chairman of the Federal Trade 
Commission, may probably be credited with having done 
more to awaken interest in this subject than any other one 
man. Following the establishment of the Federal Trade 
Commission, September 26, 1914, there appeared a series 
of pamphlets entitled, "Helpful Activities to Strengthen 
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American Business." The express purpose of this litera-
ture was: first, to extend constructive help to American 
business men in obtaining additional credits to which their 
business operations might entitle them; and, second, to 
aid in improving accounting practice and in establishing 
better cost accounting and standards of bookkeeping. In 
July, 1916, Mr. Hurley was widely quoted as having said 
that American manufacturers were to the extent of 9 0 % 
without adequate and accurate information as to their 
costs. Practically two years had elapsed since the estab-
lishment of the Federal Trade Commission and there had 
been time for the collection of a considerable amount of 
information relative to business organizations throughout 
the country. Mr. Hurley was, therefore, not without fairly 
reliable figures on which to base his conclusions, and judg-
ing from his book, The Awakening of Business, what he 
did say originally probably was as follows: 
"Intelligent cost accounting lies at the basis of efficient 
management At the present time it is estimated that 
90% of the manufacturers of the United States are pricing 
their goods arbitrarily; either upon a basis which will get 
rid of the goods as soon as they have been manufactured, 
or upon the basis of what their competitors are charg-
ing." 
Precisely what Mr. Hurley said originally is of less im-
portance than to know that his remarks attracted unusual 
attention, and stimulated, with the supplementary urge of 
the tax laws, unprecedented interest in cost accounting 
and accounting generally. 
Another instrumentality making for progress in the 
field of cost accounting has been the National Associa-
tion of Cost Accountants. This association was organized 
in Buffalo on October 13, 1919. Mr. J . Lee Nicholson, a 
pioneer in the cost-finding field, was the first president and 
there were 98 charter members. The association now 
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(March, 1924) has about 3,300 members and 24 chapters, 
including one in Hawaii. The membership includes not 
only many in Canada, but some in Australia, the Samoan 
Islands, India, and Japan. The association is a coopera-
tive service organization; it maintains a library, research, 
and question service departments, and issues semimonthly 
voluminous literature bearing on the subject of cost ac-
counting. Incidentally, it is estimated by one of the asso-
ciation officials that there are from two to three hundred 
articles on cost accounting appearing monthly in the vari-
ous publications throughout the country. The associa-
tion emphasizes the bond between management and cost 
accounting, and stresses the idea that cost data are a means 
to an end rather than the end itself. 
In taking stock of the progress which cost accounting 
has made in the past 14 years, it is interesting to observe 
that there are now about 100 uniform cost systems in use 
by various trades and lines of business activity, with about 
50 systems in process of installation or under considera-
tion. Not the least interesting fact is that included among 
those which have uniform systems is the National Associa-
tion of Agricultural Implement and Vehicle Manufactur-
ers, before a meeting of which Mr. Sells made the fore-
going address on cost accounting, at Chicago, November 
29, 1909. 
The present tendency, while not ignoring any of the 
principles advanced in Mr. Sells' address, is towards what 
may be called budgeted operations and costs. This fre-
quently takes into consideration future trends in the mate-
rial and labor markets, including the items which enter 
into the overhead. The experience of many concerns dur-
ing recent years with respect to inventories has probably 
had a marked influence on this tendency. Actual costs, 
obviously, may never be ignored, but profits will probably 
be substantially augmented by any system of cost pricing 
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which takes into consideration market tendencies, even 
though the costs used for guiding the operations and figur-
ing the original calculation of profits are theoretical. Re-
gardless of how wedded one may be to a particular type 
of cost, it must be admitted that the purpose of business 
organization is profit, and that cost accounting may never 
become more than an agency contributing to the realiza-
tion of maximum profits. 
It might now be said that cost accounting is receiving 
attention which may only be measured in leaps and bounds. 
V I 
T H E A C C O U N T A N T OF 1917 
V I 
T H E A C C O U N T A N T OF 1917 1 
Growth in membership of the American Association of Public Accoun-
tants. Legislation in various states affecting status of the accountant. 
Need for federal recognition and regulation. Extended use of accoun-
tants' services—prediction of 10 years hence. 
EDITORIAL N O T E : W a r problems emphasized the great variety of ac-
tivities in which accountants' services are a modern necessity. Number 
of practicing accountants and state certificates issued. State legislation 
with respect to accountancy. 
T H E American Association of Public Accountants, 
composed of the various state organizations, is today 
the representative body of public accountants in this 
country. Its membership 10 years ago numbered 
about 80. There were a few scattered practicing pub-
lic accountants not members of the association, which 
would bring the total number up to about 100. The 
association now has a membership of about 700, and 
it is estimated that the practicing public accountants 
not members of this association will bring the total 
at this time up to about 1,000. If the same ratio of 
increase in the number of public accountants con-
tinues, there will be about 10,000 practicing 10 years 
hence. I believe that most of the increase in number 
in the profession in the future will come from your 
1 A n address delivered at the annual dinner of the students of N e w 
Y o r k University School of Commerce, Accounts, and Finance, H o t e l 
Astor, N e w Y o r k , February 2, 1907. 
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school and from other schools organized and conduct-
ing their work along lines similar to those of New 
York University School of Commerce, Accounts, and 
Finance. 
The American Association of Public Accountants' 
Committee on Legislation is doing commendable work 
in its efforts to guide the state societies in their en-
deavors to secure legislation, but great difficulty is 
being experienced in the effort to obtain ample and 
uniform laws in the various states to provide for the 
admission of certified public accountants to practice 
and to regulate such practice. Laws have been en-
acted in New York, Pennsylvania, Illinois, Maryland, 
California, Washington, New Jersey, Michigan, and 
Rhode Island. These laws authorize the issuance of 
certificates, by educational and other boards, cover-
ing the designation of certified public accountant, and 
make it a misdemeanor for anyone not so authorized 
to use the initials or any other words or letters to 
indicate that the person using them is a certified pub-
lic accountant. 
Some of these laws, however, do not provide for 
reciprocity among states. Others provide for the 
issuance of certificates to certified public accountants 
of other states having equally high standards and 
where reciprocity is likewise provided for. In Penn-
sylvania the board of examiners has ruled that it has 
the power to give a certificate to an accountant in 
active practice in that state who holds a certificate 
from another state. The New York law makes no 
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provision for reciprocity. It is misdemeanor for a 
certified public accountant of another state to style 
himself a certified public accountant and practice in 
this state. 
There remain many states with no laws relating to 
public accountants and there is no prospect of obtain-
ing such laws in most of them, as there are but few 
practicing public accountants located permanently in 
such states to look after legislation. The difficulties 
experienced in obtaining satisfactory state recognition 
and legislation will, it is hoped, disappear in the next 
10 years. 
The profession of accountancy needs federal recog-
nition and regulation. The practice of public ac-
countancy is to a very large extent interstate. A l l 
large firms of public accountants practice in most of 
the states; in some cases in other countries. These 
firms are organized with facilities for conducting their 
work in various states. You will find well-known firms 
having offices in from three to eight cities, including 
New York, Philadelphia, Boston, Baltimore, Pitts-
burgh, Cleveland, Chicago, St. Louis, St. Paul, M i n -
neapolis, San Francisco, Los Angeles, and London. 
When a firm of accountants engages to make the audit 
of an industrial concern, with factories, warehouses, 
and sales agencies in many states, the facilities of the 
accountants' respective offices in different cities are 
utilized simultaneously on the work. 
In the practice of the professions of law and medi-
cine no such confusion exists, nor is the practice, gen-
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erally speaking, of the same interstate character as 
that of the profession of accountancy. It appears, 
therefore, that it is reasonable for the accountant 
to hope for federal recognition and regulation. If 
public accountancy grows as the demand for auditing 
and publicity at this time suggests, it should be an 
accomplished fact within 10 years. 
There is no legislation now requiring the services 
of public accountants. The recent banking act in 
New York provides that the board of directors of 
every bank and trust company, in the months of April 
and October, shall examine or cause a committee of at 
least three of its members to examine fully into the 
books, papers, and affairs of the bank or trust com-
pany of which they are directors, and particularly into 
the loans and discounts thereof, and that such direc-
tors shall have the power to employ such assistance 
in making such examination as they may deem neces-
sary. The services of public accountants are now 
being utilized by some of the committees of directors 
of banks and trust companies in the state to assist 
them in making the examination. 
In Massachusetts there is a law requiring corpora-
tions to file with one of the state departments a bal-
ance sheet and other statements duly certified to by 
an auditor appointed by the corporation for the pur-
pose. There is no law, however, creating a public 
auditor and no state regulation of the profession of 
public accountancy, so that the auditors thus ap-
pointed are only such in name, not necessarily ac-
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countants qualified to pass upon the condition of the 
accounts. Some of the corporations, it is well known, 
often use someone manifestly not qualified—in some 
cases it is known that they have used the porter of 
their establishment—to serve as the auditor. The 
corporations so certified in many instances are sub-
ject to interstate regulations. It would be well if 
within 10 years the federal and state laws required 
auditing of all corporations and public institutions by 
qualified and duly regulated public accountants. 
As the demand for accountants grows, so must the 
supply. It is a liberal estimate to make at this time 
that only about 10% of the work that should be done 
by public accountants is done. Where there are less 
than 100 railroads whose accounts have an indepen-
dent audit, there are 900 more that should have. The 
percentage of banks that should be audited by public 
accountants to the number that are being audited is 
even greater. This is true of manufactories and other 
institutions, to say nothing of the commercial houses, 
and the wholesalers and retailers of various commod-
ities. It may be confidently predicted "that during the 
next 10 years the ratio of corporations and firms that 
are audited to those that are not will materially in-
crease, whether laws are enacted requiring auditing or 
not. 
The members of the Gridiron Club, at their dinner 
held in Washington recently, undertook to portray 
national conditions 10 years hence. Their projecto-
scope showed an emperor on a throne surrounded by 
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his ministers. Education will be the public accoun-
tant's king 10 years hence, and, instead of ministers, 
will be surrounded by high ideals, good work, profes-
sional ethics and loyalty. There will be no jester; 
for 10 years hence the accountant will be, as at the 
present time, absorbed in serious problems. 
EDITORIAL N O T E : Little did the speaker, on the occa-
sion of the above address, realize the truth of his predic-
tion that 1917 would have no jester, and that the accoun-
tant would be absorbed in serious problems. When grim 
death, stalking abroad on the battlefields of Europe, chal-
lenged the mettle of American manhood, no vocation gave 
more fully and freely of its members than accountancy. 
Many of the young men who listened to the prophecy on 
February 2, 1907, were among the number who volun-
teered for service. 
The war with its problems did much to attract attention 
to capabilities of accountants and to emphasize the great 
variety of activities in which their services are a modern 
necessity. Income and profits taxes, an accompaniment of 
the war, called immediately for knowledge of accounting, 
and did perhaps as much as anything to require On the 
part of business concerns more thorough systems and ac-
curate methods of recording financial data. 
Indeed, it is to be noted that the year 1917 gave a great 
impetus to accountancy and did much to intrench it in a 
stronger position in this country than it had formerly oc-
cupied. Many of the war activities were responsible for 
this, as many matters not previously considered as requir-
ing audit were brought into the group where independent 
judgment on their accuracy was demanded. While no 
statistics are available to show how the number of audited 
business concerns in 1917 compared with that of 1907, 
T H E A C C O U N T A N T O F 1917 91 
figures compiled in 1921 indicate that the number had 
doubled since 1907. 
Again with regard to the number of public accountants 
practicing, no one was interested in or had the time, in the 
exciting days of the first year of the war, to check up on 
a question of this kind. But if there were 1,000 in 1907 
it would probably not be an exaggeration to estimate that 
there are in the neighborhood of 15,000 now (1924). 
It is a known fact that the various state boards through-
out the country had issued, to October, 1923, 7,043 certifi-
cates, and that this, after taking into consideration re-
vocations and duplication of individuals holding certifi-
cates of two or more states, represents a minority of the 
accountants who are practicing, particularly if there are 
included the many who are specializing in tax work. The 
laws of the states, except in two or three instances, do not 
prevent accountants from practicing. They do restrict 
the use of the designation certified public accountant to 
persons who have met certain requirements of the respec-
tive boards. 
The speaker was less optimistic than coming events 
foreshadowed in 1907 with respect to state legislation 
providing for recognized accountancy practice. Every 
state in the country has enacted laws making this pro-
vision. The District of Columbia has recently (1923) 
completed the chain. 
The accountant of today who looks back on 1907 has 
reason for much gratification at the strides the profession 
has taken. There is still much to be desired. But as 
time serves in so many ways to alleviate things unsatis-
factory, so it may be confidently expected to bring gradual 
improvement to the conditions surrounding accountancy 
practice. 
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W H A T S H A L L B E D O N E TO P U T E D U C A T I O N 
F O R A C C O U N T A N C Y O N A P R O F E S S I O N A L 
BASIS?—A S Y M P O S I U M 
V I I 
W H A T S H A L L B E D O N E T O P U T E D U C A T I O N 
F O R A C C O U N T A N C Y O N A P R O F E S S I O N A L 
B A S I S ? — A S Y M P O S I U M 1 
Progress of the School of Commerce, Accounts, and Finance of N e w 
Y o r k University. Available field of accountants. Need for professional 
recognition of calling. Education as a factor i n equipping the accountant 
for his work. Desirability for a definite outline of study for the student 
of professional accountancy. 
EDITORIAL NOTE : Summary of opinions expressed in the articles of the 
other eight contributors to the symposium. Difficulty encountered b y 
universities in assembling competent faculties for instruction in business 
subjects. Practice regarding the granting of degrees. Educational qual-
ifications of members of accounting profession should be more rigid. 
T H E N e w Y o r k University School of Commerce, 
Accounts, and Finance has made marked strides i n 
the interest of education for public accountancy. This 
school was organized in the fall of 1900 by my late 
friend and partner, M r . Haskins, who served as the 
Dean from the date of organization until the time of 
his death three years ago. I believe the school opened 
with about 40 students. There are today over 500, 
the number having increased gradually from year to 
year. Dean Johnson and the members of the faculty 
of the N e w York University School of Commerce, 
1 A n article which appeared in the January issue, 1907, of the Journal 
of Accountancy. I t is one of a series of nine articles contributed b y 
prominent educators and practitioners on the subject embraced i n the 
above title. 
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Accounts, and Finance are to be congratulated upon 
what they have accomplished. 
The American Association of Public Accountants 
is also to be commended for the active steps taken 
at its last annual meeting, in Columbus, for further-
ing professional education by authorizing the ap-
pointment of a committee on education. 
I do not know of any statistics compiled to show 
the amount of public accountancy work performed 
as compared with the amount of work that is to be 
done in the unoccupied field. It is well known that 
only a small percentage of the railroad corporations in 
this country avail themselves of the services of public 
accountants in making independent audits. This is 
apparent from the published annual reports made by 
the railroads. It is assumed that the companies using 
public accountants to make independent audits ap-
pend their certificates to the statements of accounts 
published. There is a growing tendency on the part 
of railroads to utilize the services of public accoun-
tants, but there is still a very large field in this direc-
tion unoccupied. I am informed that a year or so 
ago an inquiry was made of national banks in regard 
to the employment of public accountants, and the re-
sult of that inquiry indicated that even a smaller per-
centage of national banks availed themselves of the 
services of public accountants than in the case of rail-
roads. There seems little reason for doubt that a 
very small percentage of manufactories, industrials, 
municipalities, and, indeed, all other classes of busi-
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nesses and institutions, employ public accountants. 
Practically all of these concerns will, I believe, ulti-
mately (either of their own motion, or in response to 
demands of the public, or by legislative enactment) 
require the services of public accountants. 
We would all like to see the profession of public 
accountancy recognized in this country as it is in 
Great Britain and as are the older professions—law, 
theology, and medicine. There is a growing demand 
for the services of the professional accountant, as a 
means of responding to which the ranks of the profes-
sion must be filled with efficient members. There can 
be no doubt that the establishment of schools with 
high standards for preliminary training is the best 
means of accomplishing this end. 
A profession is a calling or vocation based on a 
knowledge of a science that can be utilized and which 
qualifies one to serve in an advisory capacity in the 
conduct of affairs, public or private, the lines of which 
should be clearly defined. It is distinguished from 
mere skill. To attain a proficiency, and gain the 
confidence essential to professional employment, it 
must have back of it a distinct special training—one 
which will make available to the practitioner the ex-
perience and thought of those who have spent much 
time in the profession. The accumulated experience 
and thought which lie back of specialized instruction 
of this kind must take one of two forms—either it 
must be found in the practitioner himself, or it must 
be found in a professional literature. One or the other 
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or both must be availed of by those best qualified to 
teach and systematically impart the science or knowl-
edge to another desiring to qualify in a profession. 
Skill is only incidental if not altogether apart from 
the educational requirements of a profession. One 
might be learned in his profession and not skilled in 
the practice. One might be a skilful instructor and 
not a skilful practitioner. A genius might acquire 
all of the educational knowledge required in a pro-
fession with much less application than another less 
gifted, but at the end of an educational period they 
would both have the same professional standing. 
Let us not confuse the duties of the student of a 
profession and the educator with the practice of the 
profession, but let us see to it that the educational 
provision is made the highest that it can be, and, as 
far as possible, uniform throughout the country, leav-
ing the quality of the practitioner for the public to 
judge after he has embarked on his practice. 
Every student should be afforded an opportunity to 
acquire this elementary or preliminary training and to 
obtain a contact with actual practice after he has 
completed his educational course before he is per-
mitted to hold himself out as competent to enter upon 
his professional career independently. 
I would like to see a definite outline of study for 
the student of professional accountancy—one that 
can be made generally uniform throughout the coun-
try, in some such way as are the educational require-
ments of the other professions. 
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EDITORIAL N O T E : Even in 1907, the necessity for ac-
countancy education of a professional character was gen-
erally recognized. The opinions expressed in the articles 
of the other eight contributors to the symposium parallel 
that expressed by M r . Sells, and some of them are more 
specific with regard to the nature of the courses that 
should comprise this group. 
In an editorial which appeared in the same issue of the 
Journal, a summary and discussion of the various con-
tributions may be found. The following is an extract: 
We believe that every broad-minded accountant in the United 
States should take a vital, personal interest in the problem 
On the right solution of this question depend in large measure 
his own standing as a professional man and the value of his 
hard-won position as a public accountant. A high standard of 
admission and a proper professional training for accountancy 
go hand in hand; and both are essential to success in securing 
a permanent place for the calling in the little group of recog-
nized professions. 
After mentioning the fact that the views expressed are 
those of persons fairly scattered over the entire country, 
the editorial continues: 
Using another basis of classification, of the nine contributors 
five are practicing accountants and three are university pro-
fessors The symposium, then, represents a wide range of 
territory and of interests. 
Considering this diversity, the unanimity of opinion on some 
points is significant. Every contributor, without exception, 
either in so many words or by inference, demands a higher 
standard of admission. Further, there seems to be general 
agreement on the proposition that this higher standard is to be 
secured, not by making the present C. P. A. examinations more 
difficult, but by widening their scope. The university men are 
especially strong on this point. Dean Kinley believes that the 
prospective accountant's course of study should cover more 
commercial law, general economics, private economic organiza-
tion, money and banking, credit, exchange, public finance, taxa-
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tion, and corporation management. Dr. Cleveland includes 
in his projected course of study almost all these subjects and 
considerable engineering in addition. Dr. Meade gives prac-
tically the same list of subjects as Dean Kinley. Dean Johnson 
says: "An expert knowledge of business as well as an expert 
knowledge of accounts is essential. Above all things he needs 
a thorough grounding in the science of business, that science 
which for two centuries has been called political economy." 
The university men, except Dr. Cleveland, are outsiders in a 
sense; but they are all in close touch with accounting work, and 
they represent the three universities which have done most for 
accountancy education. Their views are worth careful consid-
eration. Among the accountants Mr. Chase and Mr. Sterrett 
emphatically endorse the movement for a broader education. 
Probably Mr. Sells, Mr. Miller, and Mr. Carlson, though they 
have not expressed themselves on this particular point, would 
take the same attitude. 
It was in response to this demand for professional train-
ing in accountancy and in business that many universities 
throughout the nation established colleges and schools of 
commercial instruction. The scope and breadth of the 
courses offered in various institutions has been defined to 
a large extent by the type of training desired by the stu-
dents and by the ability of university administrations to 
assemble suitable faculties. Because of the highly techni-
cal aspect of some of the advanced courses and because 
of the difficulty encountered in securing competent in-
structors, who usually find the business field more re-
munerative, the task of organizing an effective teaching 
staff and of presenting a well-rounded course of study has 
proved an arduous one. 
Naturally enough, the colleges which offer the most ex-
tensive and intensive programs of study are those located 
in large cities. In such instances universities are in a po-
sition to obtain the cooperation and assistance of experi-
enced business men and specialists who are willing to de-
vote part of their time to educational effort. While these 
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specialists frequently find it impossible to give their ser-
vices during the business day, many of them are willing 
to sacrifice an evening or two each week in performing 
this worthy work. One may gain an idea of the number 
of courses given in the various departments of business 
training in a large institution by referring to the tabu-
lation, which pertains to the School of Commerce, Ac-
counts, and Finance of New York University, on page 66. 
It is interesting to note that practically all universities 
and colleges offering instruction in business reward with 
degrees students who have completed a sufficient number 
of courses and attained a sufficiently high average of 
scholarship. Although this practice was not always fol-
lowed in the past, especially when the instruction was 
restricted within narrow bounds, it is more or less general-
ly accepted today. The degrees range from the Bachelor 
of Commercial Science, granted for undergraduate work, 
to the Master of Commercial Science for graduate work 
in strictly business courses, and to the Master of Business 
Administration degree which is granted to graduate stu-
dents who have first received a degree in liberal arts or 
pure science and who later complete a required number 
of courses in business subjects. 
In certain universities, students in the four-year under-
graduate course are permitted to divide their work equally 
between academic and business training, receiving at the 
satisfactory completion thereof a Bachelor of Science de-
gree. Thus far, the degree Doctor of Commercial Science 
is an honorary one and has been conferred only occasion-
ally in previous years upon business men who have 
achieved especially noteworthy distinction in the field of 
commerce and industry. 
From the evidence that we have today regarding the fa-
cilities for higher education in accountancy, it seems that 
the next step in elevating the profession must be taken 
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by the state boards of accountancy and state societies of 
certified public accountants. The present educational 
requirement of a four-year high-school course which has 
been adopted by many states is scarcely adequate. If the 
profession of accountancy is to enjoy the prestige and re-
spect which the older professions have acquired, serious 
consideration must be given to the educational qualifica-
tions of its members. 
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I N A U G U R A L A D D R E S S 1 
Reciprocity of professional recognition among states. Need for a con-
tinued elevation of the standard of professional ethics; an increasing 
insistence upon the highest possible excellence of professional w o r k ; the 
encouragement and aid which many American educational institutions 
are giving in the development of accountancy education. Tendency 
toward standard prevailing in the profession i n Great B r i t a i n . 
EDITORIAL N O T E : Differences in the practice of accountancy in America 
and Great Br i ta in . M o r e emphasis placed upon details by English ac-
countants. " H i s Stage Fright ." 
G E N T L E M E N of the American Association of Public 
Accountants: I am deeply sensible of the honor and 
responsibility attached to the office of president of 
the American Association of Public Accountants. A l -
though it originated in New York and although New 
York has a larger number of public accountants than 
any other state, at the time of the amalgamation last 
year of the American Association and the Federation 
of Accounting Societies, the number of public accoun-
tants comprised in the state societies outside of New 
York was more than three times the membership of 
the New York State Society. 
The future growth of the profession, owing to the 
disproportion between New York and the rest of the 
country, depends not so much upon Manhattan Island 
1 Delivered at the annual meeting of the American Association of 
Public Accountants, Columbus, Ohio, on the occasion of his being 
elected president, October 24, 1906. 
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as upon increasing the numbers, the influence, and the 
reputation of accountancy throughout the United 
States. 
I am in favor of the most complete reciprocity of 
professional recognition possible among the states. 
The practice of many of the public accountants in 
other states is extended to New York and the prac-
tice of New York accountants extends to other parts 
of the country. It is absolutely necessary, in my 
opinion, if accountancy is to grow as a national pro-
fession, that properly accredited certified public ac-
countants of one state should be allowed to use that 
designation, under proper regulations as to registra-
tion, in every other state of the Union where there 
are equally high educational and professional stand-
ards. 
I have from the beginning of the C. P. A. movement 
favored this complete reciprocity of recognition. It 
shall be my purpose during my term of office to ad-
vance this interest by every means in my power with-
in the bounds of the constitution and by-laws of the 
American Association. Some of the states have al-
ready provided for this recognition and reciprocity, 
and practicing accountants are availing themselves 
of the opportunity to gain a definite standing in states 
other than those in which they have obtained their 
certificates. New York has not yet provided for this 
recognition, but it is my hope and expectation that 
within the near future this subject will have the earn-
est consideration of the New York State Society. I 
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also hope that like consideration will be given in all 
states that do not have such a provision. 
In proportion to the total number of certificates 
issued there are probably more accountants from 
other states practicing in New York than are to be 
found in any other state. These accountants include 
some of the ablest members of the profession. Their 
work in New York has been of the very highest order; 
they have won the confidence and respect of a large 
clientele in that state. They have been especially dis-
tinguished by their devotion to the profession, and 
they have rendered valuable service in promoting its 
interests. The New York certified public accountants 
should not, in my judgment, longer continue even 
technically to ignore this condition. 
There are three subjects connected with the ad-
vancement of the profession to which I would espe-
cially invite your attention. These are, first, a con-
tinued elevation of the standard of professional 
ethics; second, an increasing insistence upon the high-
est possible excellence of professional work; and, 
third, the encouragement and aid which many Ameri-
can educational institutions are now giving our pro-
fession in the development of accountancy education. 
In two of these fields of professional advancement we 
have much to learn from Great Britain. As loyal 
Americans and as accurate observers we are convinced 
that America is far ahead of Great Britain in the char-
acter of our professional accounting work. In the field 
of accountancy ethics and accountancy education we 
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are stil l behind our English brothers. It cannot have 
escaped your notice, however, that nearly al l the 
changes and improvements i n the regulations govern-
ing our profession in this country have been in the 
direction of a closer approximation to the standard 
prevailing in Great Britain. 
I would particularly recommend to your earnest 
consideration the subject of accountancy education. 
The large universities and a number of private insti-
tutions have shown a most gratifying readiness to co-
operate with the public accountants in training young 
men for the ranks of our profession. They are doing 
a useful and necessary work. It is our duty to assist 
them in every possible way, not only by our aid and 
influence, but by giving preference, wherever possi-
ble, in selecting our assistants, to young men who come 
from educational institutions. This educational in-
terest could be greatly furthered if this organization 
would provide for a committee to consider the various 
questions affecting accountancy education and partic-
ularly the question of formulating a plan of accoun-
tancy education which, after being considered by this 
association, can be recommended to the different 
state boards of accounting examiners for their con-
sideration, and through these bodies to the different 
educational institutions which now offer work in ac-
countancy. 
I thank you, gentlemen of the American Associa-
tion, for the confidence with which you have honored 
me, and I pledge you my best efforts and the first 
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claim upon my time for the performance of such ser-
vices as the welfare of the American Association of 
Public Accountants may demand. 
EDITORIAL N O T E : One receives from this address some 
of the breadth of vision enjoyed by the first president of 
the American Association of Public Accountants after its 
amalgamation with the Federation of Accounting Socie-
ties. In only one particular, apparently, might the views 
be criticized for anything approaching narrowness. Such 
point is where the author remarks that "as loyal Ameri-
cans and as accurate observers we are convinced that 
America is far ahead of Great Britain in the character of 
our professional accounting work." 
Lest anyone gain a wrong impression as to the signifi-
cance of this statement consideration should be given to 
what probably was in the mind of the author and what he 
presumably intended the words to convey. The fact is 
fairly well established that American practice in accoun-
tancy differs from British procedure in certain ways. The 
essence of difference consists principally in the matter of 
routine. The American practitioner concerns himself 
with what he considers the matters of practical impor-
tance, often ignoring routine checking, which is more or 
less fundamental to British technique. Time devoted to 
consideration of principles often develops glaring errors 
involving large amounts. The same time devoted to me-
chanical verification might result in the discovery of dif-
ferences covering only a few cents. 
The superior value of the American theory and methods 
is admitted by some British accountants, even though the 
charge is sometimes made that American accountants are 
inclined to be superficial. One prominent chartered ac-
countant, educated and trained in Scotland but having 
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practiced in this country for many years, some time ago 
expressed to the editor a feeling of satisfaction at having 
come to America when he was fairly young in experience, 
and at having developed along American rather than Bri-
tish lines. 
The development of American industry has necessitated 
unprecedented aggregations of capital funds. These funds 
probably could not have been gotten together except from 
large numbers of individuals through their association 
under the corporate form of organization. The employ-
ment of large aggregates of capital has naturally resulted 
in large volumes of transactions. There has been a large 
country with a large population to be served. It must 
therefore appear obvious that methods, to be efficient in 
the consideration of accounting and auditing problems, 
must be scaled in accordance with the size, volume, and 
importance of the matters involved. Moreover, it will 
probably not be denied that the procedure of British firms 
differs in America from that of the same firms in Great 
Britain. 
With these thoughts in mind, it will probably be appar-
ent that there was no intent on the part of the author to 
make an odious comparison. The compliments in succeed-
ing sentences should be further evidence on this point if 
further evidence is needed. 
Passing from the serious to the lighter side of affairs 
bearing on the inaugural address, there follows a news-
paper article prepared by a professional writer to whom 
the newly elected president unguardedly confided how he 
really felt on this occasion. The article appeared in the 
Chicago Daily News, Apri l 2, 1907, and was entitled 
"His Stage Fright." 
It is lots more entertaining to hear Brewster tell the story 
himself than it is to tell it for him, for the simple reason that he 
can relate a story quite as well as he does numerous other 
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things. Nor would it be so amusing if Brewster were not a man 
who has been everywhere, has seen almost everything, has done 
most things, and occupies a national position in the business 
world. 
As a penalty for being elected president of an important 
body, Brewster was put down for a speech the next morning at 
10 o'clock. 
"When I read that notice," Brewster said, "I had a chill. You 
may not think that I'm a modest man, but it is even so. Since 
I was eight years old and flunked on 'The Boy Stood on the 
Burning Deck' at primary school I had never faced an audience, 
because I had intelligence enough to know that that was not my 
particular bent in life. To be frank, I was scared to death. 
"They had kindly assigned to me a subject about which I 
knew nothing. I sat up all that night with a wagon-load of 
library books, trying to dash off a few brilliant thoughts about 
it. At 6 o'clock in the morning I sent down a hurry call for 
black coffee, and telephoned a university professor who was at 
my hotel. He seemed disgusted when he burst into my room 
five minutes later, with an overcoat over his pajamas, to find 
that it was not at least apoplexy or a bank failure; but he was 
a kind man and looked over my effusion. 
"He said everything would be all right if only I'd remember 
when I got on the platform to pretend there was a man in the 
back of the hall to whom I was talking. Then he added, cas-
ually, that when I found my voice going—just gently fading 
away into nothingness—I was to stop and cough a little and 
begin again at the start of the sentence. He explained that 
never by any chance did an amateur speaker's voice leave him 
anywhere save in the middle of a remark. Also I was to take 
an easy attitude and not act stiff. 
"My spirits had been low before he told me these things, but 
they ran out of my heels as I dragged myself to the torture 
chamber for that 10 o'clock meeting. I was pale but calm, with 
the calmness of despair. 
"As they shoved me out on the stage I reminded myself that 
I had always paid my debts and that none of my ancestors was 
hanged for highway robbery. There were several million people 
banked in front of me, with six million more in the balconies, 
and they glared at me, but I looked for the man in the rear 
and began shouting at him. 
"Suddenly I felt my voice going. I had no more control 
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over it than if it had not belonged to me. I turned icy cold with 
panic and then remembered. I stopped, coughed, pretended to 
study a word, and some man who belonged to the helping-hand 
society, thinking I could not see, turned a switch which let a 
huge cluster of electric lights right over my head blaze forth. 
"My only thought was that I had been struck by lightning. 
I jumped 10 feet. When I landed, in my confusion I began at 
the beginning of my speech and read it all over again. 
"A friend who had not been present at my brilliant debut 
put me down for a response to a toast at a big banquet later on. 
I reflected that nothing ever could be as terrible as that first 
time. Every one said that stage fright never attacked one 
twice and, anyhow, I didn't see why I couldn't do what other 
men did. This time I didn't call in my friend the professor. 
I dressed myself carefully and then nonchalantly departed for 
the banquet. 
"When I found myself seated at the speakers' table next to 
the toastmaster, with a university chancellor opposite me, fur-
ther down a senator renowned for his wit, a famous clergyman 
and a noted lawyer, and others as awesome flanking me, I 
turned cold again. In my pocket were my few impromptu re-
marks over which I had slaved. Each pulse beat sounded like 
a stroke of doom, and I awaited the fatal minute when I should 
stand on my feet with all the pleasant sensations of a man tied 
to a railroad track with an express train due. 
"Somehow when my name was called I struggled to my feet. 
I had to hold to the table to keep from going right on up 
through the ceiling. I seemed to be swelling and filling all 
space. Moreover, in addition to these symptoms, which had 
been mine before, I seemed a victim of paralysis. I knew that 
I had my speech in my pocket, but I couldn't get it out. 
"Suddenly I burst forth into words. I haven't the remotest 
idea what I said. I never asked and nobody was unkind enough 
to tell me. When I could slip away I did so. 
"Then I let myself loose in a letter to my friend, the toast-
master. I said that if he did not want forever to separate me 
from home, family, friends, and associates for my being put in 
a murderer's cell, he would see that never again was I called on 
for a few trite remarks. I told him that I knew it was im-
polite to tell your host you had not enjoyed the dinner, but that 
I hadn't. The only thing I remember the taste of was the 
water, because I had consumed at least three quarts before I 
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arose to my feet. I said it was all his fault, and he ought to 
be ashamed of himself, and I remained his truly. 
"Then I took to my bed and the doctor said it was nerves and 
grip, but I knew it wasn't. It was just acute stage fright that 
hadn't worked out of my system. Anyhow it was painful. 
"I would joyously shovel coal or pick oakum the rest of my 
life before I'd go through such an experience again." 
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A D V O C A T E D F O R CORPORATIONS 1 
Records of loss through business failures in 1912. D u t y of state to pro-
tect investors by requiring four reports each year. Distrust of adminis-
trative bodies in business. Quarterly report should show assets, l i a b i l -
ities, and operating results. Quarterly report idea gathering momentum. 
EDITORIAL N O T E : Increased publicity to financial affairs. Quality of i n -
formation put into reports. Business trends indicated. Corporation 
publicity would relieve the minds of the masses and the investing public. 
Desirability of a law making periodical statements compulsory. 
T H E official records for 1912—absolutely correct 
in dollars and cents—show that 13 railroad compa-
nies, having 3,762 miles of track, were placed in the 
hands of receivers. The total funded debt of these 
failures aggregated $106,964,497. The foreclosures 
in steam railroads represented 12 lines with 661 miles 
of trackage; a funded debt of $7,995,300, in addition 
to a stock indebtedness of $17,925,090, a combined 
total of $25,920,390. 
This record, not including the liabilities of business 
failures, which amounted to $197,995,457 in 1912, 
summed up lost hopes to the extent of $207,378,887, 
a staggering situation for a year supposed to have 
been dotted with phenomenal progress. In certain 
quarters it is said that the records for 1913—now be-
1 F r o m The American Banker, N e w Y o r k , J u l y 11, 1914. 
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ing compiled in several financial centers of the United 
States—will show even greater losses. The psycho-
logical depression of business which the chief execu-
tive of the country has uttered best expresses what 
the people may expect in the shape of a report for 
1914. 
The large industrial enterprises, sooner or later, 
will realize that the investor must be furnished with 
proof of the operating results before a funded debt 
can be created. Among the more progressive bodies 
a movement has been started to issue quarterly re-
ports instead of yearly statements. 
The certified public accountants generally are ad-
vocates of the quarterly report idea. The financiers 
of international repute are convinced of the prac-
ticability of the movement, and the bankers are now 
advocating complete publicity along these lines. 
Unless the corporations adopt the system of four 
reports each year of their own volition, it should be 
the duty of the state wherein the corporation has been 
chartered to compel this system through legislative 
enactment, and this law should be especially passed 
for the benefit of the investing public. It is pleasing to 
say at this time that a few of the more progressive 
corporations have voluntarily adopted the system. 
National banks, state banks, and trust companies 
are compelled to render statements to the Govern-
ment and state officials at such times as the officials 
see fit to make their "calls," and this occurs about 
five times each year—and the date of the call is never 
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known by the banks. Many of the important con-
cerns which are great commercial bodies operating 
under state charters sit snugly back in their offices 
and await what is termed "the close of the fiscal year" 
and then report under their own seal, if necessary. 
The general feeling among progressive officers of 
corporations is that the future success of new enter-
prises and the continued progress of less established 
corporations depend upon their ability to interest the 
investor. When the present great concerns were in 
their infancy the theory upon which a majority of 
them were conducted rested on the fact that the stock-
holder accepted his dividend and said nothing. If, 
perhaps, the holder of stock was not particularly im-
pressed with the management he had the right to sell 
out. Of course, many corporations conducting their 
business along honest lines had due regard for their 
stockholders and used every method to please along 
conservative measurements. 
During the past half-decade, however, a great wave 
of distrust has swept over the country, and at once 
the investor began to watch every danger signal that 
was unfurled. The muck-raker with his vitriol pen, 
the Wall Street writer with a grievance, the state in-
vestigations, scandalous magazine exploitation of the 
so-called trusts, and a thousand other factors have 
been the means to call a halt to the operations of the 
corporations that deemed it important to withhold 
facts and figures against the public. Instances have 
been given publicly showing gross carelessness in the 
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management of certain chartered bodies; and the 
alleged proofs were furnished by writers of the muck-
raking, showing stock that had been seasoned with 
water, pepper, and salt. But the writer of these stories 
—call them articles if you will—took special care not 
to mention the thousand corporations where careful 
stewardship resulted in an enormous business and 
which reflected credit to the nation. 
The quarterly report, which should be compulsory, 
showing as it will the resources and liabilities, and the 
operating results, will do much to enlighten the pub-
lic. It will bring about stable markets for negotiable 
securities. The quarterly statement should be issued 
by every public utility company, telegraph company, 
navigation corporation, municipal body, and every 
other interest having a stock or bonded indebtedness. 
It should be the province of the Government to de-
mand this condition. The salient facts of a business 
enterprise of great proportions, and where the public 
is virtually part owner, has the right by moral law to 
demand an exhibition of earnings certified to by a 
competent and trustworthy certified public accoun-
tant. 
Back in the days of the Phoenicians many good-
sized corporations were in existence. Even during 
the reign of Pharaoh, Joseph created the first idea of 
the modern so-called trust. He cornered the food sup-
ply of Egypt to such an extent that the natives had 
sufficient for seven years. Thus, in the seven fat 
years, Joseph had the forethought to stock the store-
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houses for the lean years to come. The yearly report 
was admirably suited for digestion in those days. If 
the holder of corporate parchment failed to agree with 
the hieroglyphics printed thereon he promptly dis-
appeared from the face of the earth. Perhaps the 
bond issue was wielded in such a manner that its 
force overwhelmed him. Then came the Roman pe-
riod, and they, too, believed in the yearly report; so 
did the Dutch traders. The yearly report was issued 
every 365 days, because it was impossible to reach the 
public in better time. But today, with the wonders 
of modern invention and ingenuity at every hand, 
there is no excuse for so tardy a report as the annual 
one. This is a progressive age. We no longer can 
follow the tendencies that swayed the days of Rome. 
Even in those days the reports were more informa-
tive than those issued by some of our corporations of 
the present era. 
Captains of industry in the days of long ago lacked 
the facilities of the present day, but they recognized 
and acknowledged the principle that shareholders who 
contributed money to make a venture successful were 
entitled to the speediest possible information as to the 
progress of the undertaking. Following this lead to 
its logical conclusion, it is obvious that the spirit of 
initiative and enterprise which prompted the early 
corporations was entirely in favor of the quarterly 
report if it were possible. But time would not be 
annihilated as it is today through modern invention. 
The world is traveling twenty times faster than it 
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did three centuries ago. It is not too much for the 
shareholder to ask four times each year how his com-
pany is progressing. When this is done by the large 
corporations it will inspire trust and faith and will 
open avenues for greater business. The investor is 
entitled to a financial report. When a new stock issue 
is brought into the market the statement should be 
made in the official call for subscriptions that "This 
company, by a vote of its board of directors, will issue 
quarterly reports of its progress, showing facts and 
figures which will be certified to by a reputable public 
accountant." The quarterly report idea is gathering 
momentum; it is moving steadily ahead; its success 
is inevitable. A decade ago the originator of such a 
prophecy would have been considered mentally de-
ranged. In 1924 it will be a source of wonder that the 
custom was not adopted 50 years ago. 
In the march of present events the business world 
has no excuse for being six laps behind the 365-day 
cycle. M y suggestion is open for argument, and who 
will deny the fact that the quarterly statement certi-
fied by certified public accountants of acknowledged 
ability leaves room for the entrance of deception of 
any kind? Honesty in business enterprise is an Amer-
ican desire—honesty to the investing public is de-
manded by the courts of law. The quarterly report 
can do more to create this state of affairs than all the 
mediation meetings that can be held. Whether a 
security is known as a first mortgage liability, or a 
trust lien, or a debenture bond, or any of the other 
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hundred and one terms—the fact remains that it is 
an obligation of the company making it and nothing 
more. Now that the courts have granted the realty 
concerns the right to issue and sell bonds, although 
not chartered under the banking act, but chartered as 
a business organization—what is to prevent other 
business organizations from immediately offering se-
curities of similar nature? But why should the in-
vestor be asked to place a single dollar without first 
having the certified statement from the expert who 
diagnoses the earning capacity, and so forth? 
The publicity of the quarterly statement will mark 
a new epoch in American industries. 
EDITORIAL N O T E : While it may be a matter of regret 
that the practice of issuing certified quarterly statements 
has not become as general as the author hoped and pre-
dicted, there is much for which to be thankful with respect 
to the increased publicity which corporations are now vol-
untarily giving to their financial affairs. One has only to 
read the daily papers to have evidence on this point. Ob-
viously, financial news would be meager indeed were such 
information not furnished by the corporations. 
It is still largely the practice for corporations to issue 
public reports annually. These are now generally sup-
ported by certificates of public accountants. Many such 
reports, particularly those of the largest and most impor-
tant of the industrials, utilities, and railroads, leave little 
to be desired by the most curious stockholder. There has 
been much improvement in the quality of information put 
out by corporations. Notable in this respect is the ten-
dency which has somewhat recently been noted not only 
to supply figures, but to interpret them. Such reports offer 
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the best kind of evidence of a whole-hearted desire on the 
part of those who are responsible for corporate enterprise 
and management to acquaint stockholders with the true 
condition of affairs. 
Notwithstanding the fact that the policy of corporations 
is still to issue formal reports annually, much interesting 
data bearing on operations is furnished to the press at 
shorter intervals. Some of this is issued quarterly; some, 
monthly. Observing the financial data which appear in 
the newspapers from day to day, one gets a fairly accu-
rate picture not only with regard to the movements of 
individual corporations, but the data taken collectively, 
even without going beyond the mental processes, enable 
one to judge with a fair degree of accuracy the general 
trend of business, if not indeed to forecast somewhat the 
future. The impression as to the general improvement 
in business conditions as indicated by a mental accumu-
lation of daily information when checked by a compara-
tive tabulation of the net profits taken from a well-
balanced representative list of industrials, recently proved 
to be correct. This comparison showed an increase in the 
net profits for the year 1922 over those of 1921 of 130%. 
The railroads, taken on the same basis, showed an im-
provement of only 10%. The conclusion to be drawn from 
these two sets of figures is that the railroads have not re-
ceived their share of the general prosperity which the 
country has recently enjoyed. While there is, perhaps, 
no reason for holding a brief for the railroads, the pur-
pose is to point out that without the increased publicity 
now being had with respect to financial affairs of corpo-
rations it would not be possible to develop impressions of 
this character from the daily press. 
Mr. Sells, in discussing the subject of publicity for 
corporations, in 1911, in an interview with a reporter from 
the Globe and Commercial Advertiser, carried his sugges-
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tions to a point somewhat beyond that which has been 
reached, as follows: 
"If the people were acquainted and made familiar with 
all the transactions of the government, there would ob-
viously be need of less government, and, therefore, less 
government officials. This principle, applied particularly 
to the management of our industrial and manufacturing 
concerns, would obviate the necessity for explanations in 
regard to the administrative workings of the various com-
panies now so insistently demanded upon every hand. For 
instance, if everyone knew who the outlaws of society 
were there would be an end to them, and the people 
would be able to protect themselves against such outlaws 
without the need of so large a police system. 
"Corporation publicity would relieve the minds of the 
masses of the people and the investing public to such an 
extent that the demands upon corporations for explana-
tions and defenses to suits would be very materially cur-
tailed. Wide diffusion among the investing public of the 
salient things concerning a business corporation would 
operate to prevent the question in the mind of the public 
and also to prevent numerous actions at law. Management 
of corporations would thereby be simplified. 
"We should have a law that requires corporations to 
file at some central state or federal point detailed month-
ly statements of operations, omitting, of course, those 
things that relate to trade secrets and secret processes. 
When this is done we will have a means of diffusing among 
the public information not now available under any other 
system. This plan would make plain to the people what 
our big industrial and manufacturing concerns are do-
ing." 
While the millenium in this respect has not yet been 
reached, it must be admitted, apparently, that marked 
improvement is evident. Much statistical data has been 
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collected, tabulated, and diffused by the Federal Trade 
Commission, the Federal Reserve Bank, and the United 
States Chamber of Commerce. Collective information 
of this character would not be obtainable except it were 
furnished by corporate enterprises, and developments of 
recent years show a notable willingness of corporations 
not only to issue general financial statements, but to fur-
nish many special reports and answers to questionnaires 
required by governmental bodies and requested by pri-
vate agencies of various kinds. There is certainly cause 
for some measure of satisfaction as to the improvement 
along lines of corporate publicity. 
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P U B L I C I T Y O F F I N A N C I A L A F F A I R S 
O F C O R P O R A T I O N S 1 
Should advertising expenditures be charged as an investment or as an 
expense? Historical sketch of advertising. Advertising has many char-
acteristics of commodities of trade. Advertising which brings some new 
business or branch of business to the attention of the public may be 
considered an investment. Advertising which maintains a normal dis-
tribution should be provided for out of current operations. Publicity 
of financial affairs of corporations. Importance to investors and gen-
eral public. Publicity should be given to elements which deal with cap-
italization and also to those which relate to earnings or sales. Unscrupu-
lous attacks of politicians against corporations caused by lack of infor-
mation. Need for systematic campaign that will organize this class of 
advertising. 
EDITORIAL NOTE: Interest of newspapers in address. Interest of adver-
tising men. Quotation from address to Advertising Club of St. Louis. 
Press extracts. 
ADVERTISING is as old as man and dates back to that 
time when the serpent in Eden advertised successfully 
to our common ancestress the peculiar beauties and 
merits of his fruit. However interesting it might be 
to trace the development of advertising from that 
date through the period when the Greeks and Romans 
employed street criers to advertise losses and sales, 
and pictures on walls to advertise gladiatorial contests 
and other public spectacles, down to 1704 when the 
Boston News Letter was established, which paper 
contained the first known newspaper advertisement 
1 An address delivered before the Convention of Associated Advertising 
Clubs of America, Boston, August 2, 1911. 
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in America, and the rapid growth of this form of ad-
vertisement from the establishment i n the first half of 
the nineteenth century of important newspapers i n 
New York, Philadelphia, and Boston, down to the 
present time when the annual output of publications 
containing advertising matter attains the enormous 
sum of 35 hundreds of millions, for which it is esti-
mated that hundreds of millions of dollars are paid, 
and to further trace the development of the profes-
sion of advertising from its inception as a science i n 
1840 by Palmer, of Philadelphia, down to the com-
prehensive advertising organizations of today, i t 
would hardly be appropriate or necessary in a paper 
dealing with the problem of the position which cost 
of advertising should occupy in the financial state-
ments of a present-day business. 
It is not for a public accountant or indeed anyone 
to make the broad assertion on the one hand that ad-
vertising is always an asset to be carried in the bal-
ance sheet of a business concern as an investment, or, 
on the other hand, that it is always an expense to be 
taken care of through current operations. It is nec-
essary to know the facts and conditions under which 
the advertising was done, and the relation which those 
facts and conditions bear to the capital employed or 
to be employed. 
Advertising has many of the characteristics of or-
dinary commodities of trade; i t may be bought and 
sold and has a certain definite value aside from that of 
the material and physical labor of which it is com-
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posed and, according to its application, as is the case 
with any other commodity, may, with propriety, be 
carried as an investment in the balance sheet of a 
going concern. It differs, however, from other com-
modities in that the benefits to be derived are limited 
to the advertiser, and cannot be dissociated from the 
particular thing or business advertised and as such 
disposed of to another, in which respect it is identical 
with good-will. And just as opinions and policies 
differ as to the extent to which good-will, patents, and 
kindred things should be regarded as an investment, 
they differ as to advertising. But if it can be shown 
that a going concern has something of real value in 
its good name and good-will, something that could 
be realized upon in any disposition of its business and 
upon which as an investment it is receiving satisfac-
tory returns, there should be no objection to treating 
it as an investment and the same argument holds true 
of advertising which for the purpose of this illustra-
tion is a component of good-will. 
A person, firm, or company, at the outset of an un-
dertaking which has something to dispose of not previ-
ously known to the public, or for which superior merit 
may be claimed, should undertake to provide suffi-
cient capital not only for plant and working materials 
but for advertising, in order to adequately bring to 
the attention of the public the merits of that which is 
to be disposed of. In such a case, the amount so 
provided and spent might with all propriety be con-
sidered as an investment and carried as such in the 
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balance sheet, and in any disposition of the business 
would have a good-will value depending upon the 
returns of the business. On the other hand, an old 
and established business, such, for instance, as a mu-
tual assurance association, would not be justified in, 
or have any reason for, carrying as an investment the 
expenditures which it might make for advertising, for, 
as such, it is not an asset which could be realized and 
distributed; it has no place as good-will value to the 
association whose business could not be sold; it is not 
a thing for which new capital could be raised, and so 
it would not be practical to consider it as an invest-
ment. 
Generally speaking, such advertising as may be 
done for the purpose of bringing some new business, 
or branch of business, some new or improved article, 
or articles, to the attention of the public, which has a 
direct effect in creating or measurably increasing the 
good-will of a business undertaking, may be consid-
ered as an investment in that there has been an ap-
preciable increase in the amount of capital employed; 
such advertising as may be done to maintain a normal 
distribution or to keep the name and nature of a busi-
ness before the public or for the purpose of calling 
attention to special temporary prices of articles, while 
having some effect upon the good-will of the business, 
should not require further capital and should be pro-
vided for out of its current operations; in other words, 
should be considered as an expense. 
Between the extremes, say of a newly started pro-
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prietary medicine business, the principal asset of 
which might be its advertising, and an old established 
mutual assurance association with no asset of that 
nature, would fall all the other undertakings which 
advertise, or depend in any degree upon publicity for 
the marketing of what they have to dispose of. 
Given the purposes and conditions of the advertis-
ing and the general policy of the management of an 
undertaking in regard to such expenditures, its cor-
rect classification as an investment or an expense is 
not difficult to determine. But frequently it is diffi-
cult to ascertain the purpose, the conditions, and the 
policy upon which to determine the application, as 
between investment and expense, of the cost of ad-
vertising. 
Recognizing, as any one must, who sees the daily 
papers and the current magazines and kindred publi-
cations, the strides that have been made in the science 
of advertising in latter years, and the success of ad-
vertising agents in putting their matter in such form 
and through such mediums as to reach the greatest 
number of their possible consumers, and recognizing 
also the infinite and increasing variety of the things 
which apparently it is advantageous to advertise, I 
venture to suggest a new field of advertising, with a 
firm conviction that it will arrest attention. It is, I 
believe, a field which has not been entered in a sys-
tematic and scientific manner—I mean the proper 
and adequate advertising of the financial affairs of 
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the corporations in which the public is interested, 
either directly as shareholders or indirectly through 
their influence upon general business conditions. 
However meritorious may be advertising of the 
character we are accustomed to, advertising the finan-
cial affairs of corporations is of far greater public im-
portance, especially at this time when there is so 
much unjust agitation against corporate affairs; and 
advertising agents have a public duty in this connec-
tion that can and should be performed, the effects of 
which should be far reaching and of inestimable pub-
lic benefit. 
In my experience as a public accountant, I have had 
to do with the financial affairs not only of practically 
all kinds of corporations but with those of the Gov-
ernment, states, and municipalities, and have come in 
more or less intimate contact with many of the vari-
ous officers and managers of all of them; and it is 
based upon this experience that I have formed my 
judgment that the managements of corporations are 
generally honest and, as compared with those of pub-
lic affairs, more economical and efficient; that there is 
far more dishonesty among politicians and office hold-
ers than among corporation managers. 
I also base upon this experience my opinion that 
full publicity of the affairs of corporations would be 
beneficial not only to the public but to the corpora-
tions themselves, as the actions and investigations 
brought about by the public uneasiness would be 
largely forestalled thereby. But to obtain these re-
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suits, full publicity will be necessary and the public 
will have to be satisfied that the figures contained in 
the publications are accurate. Certificates of reputa-
ble public accountants to be made a part of such pub-
lications will undoubtedly have an influence in at-
taining this end. In order that an advertising man 
may intelligently canvass this class of business, he 
should be able not only to impress the managements 
with the desirability of such publicity, but he should 
have some knowledge of the form and the amount of 
detail which his public will require, and with anything 
less than which it will not be satisfied. That the af-
fairs of a business organization are of no concern to 
anyone except those responsible for its creation and 
continuance is sound doctrine, and may be applied to 
small affairs without detriment; but in this country 
where corporations with large affairs have become 
the prey of politicians to such extent as seriously to 
retard progression because their financial affairs are 
not generally understood, these corporations are con-
fronted with special conditions to meet or mitigate 
which they should forego certain of their rights of 
privacy, and I believe they would be willing to accept 
the counter-effect of publicity by making known to 
the public the condition of their affairs in such terms 
as cannot be misunderstood. This refers to corpora-
tions whose securities are quoted and dealt in and in 
whose affairs the public is concerned. 
The proposition divides itself into two essential 
elements: 
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First: That dealing with capitalization which em-
braces all the fixed, liquid, floating, and current as-
sets on the one hand and liabilities, both funded and 
current, on the other. In the preparation of this in-
formation, nothing should be hidden and all essen-
tial details given. 
Second: That dealing with the operations which re-
late to earnings or sales. Beginning with the total 
amount of such earnings or sales fully classified, there 
should be shown successively the allowances thereon, 
the direct costs, consisting of labor, material, and in-
cidental expenses, the general expenses, the fixed 
charges for taxes, interest, sinking funds, and finally 
the balance, if any available, and its application for 
extensions of the business, betterments, dividends, 
and so forth, and the remainder to be carried to the 
reserve, surplus, and profit and loss accounts. 
These details need not, and indeed should not, dis-
close what are generally regarded as trade secrets—I 
mean by this, certain processes and trade affairs which 
from their nature should be kept secret and not dis-
closed to competitors and others. 
There should be uniformity of publicity for busi-
nesses of a like character. 
It is my opinion that the present-day inertia of 
business is due more to the unwarranted agitation of 
the politicians against corporations than to any other 
one cause. If the affairs of all corporations were gen-
erally made known, the voting masses would not be 
misled by the unscrupulous attacks of politicians, 
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many of whom do not hesitate to use any and all 
means to attract votes. 
The daily press, magazines, and kindred publica-
tions are the natural mediums through which the 
knowledge of corporate affairs should reach the pub-
lic. The cost to the corporations of this publicity 
would be more than offset by the reduction in the ex-
pense of lobbying, defense against unjust legislation 
and blackmailing legislators; and moreover in some 
cases a part of the cost of such publicity could very 
properly be charged as an investment while the cost 
of lobbying, defense against unjust legislation, and 
meeting the demands of blackmailing legislators must 
without question all be charged to expense. 
It could not be said that all corporations are free 
from censure, but publicity would act as a restraint 
upon these and would put in a fair light before the 
public those institutions which are entitled to the 
credit for the great commercial development of this 
country. 
Many corporations issue printed annual reports, 
and some of them are published in the daily papers in 
abbreviated form. A l l corporations should issue full 
reports to their stockholders and should publish them 
generally for the enlightenment of the investing and 
voting public. 
When a systematic campaign shall have been or-
ganized for this class of advertising, it will be the par-
ticular province of the advertising organizations to 
determine the character of the publications that these 
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financial affairs should appear in, but I venture to 
suggest that if, in addition to reaching the investing 
public through the conservative press, they are also 
placed in the popular newspapers, and periodicals 
with the large circulations, they would be such plain 
contradictions of many of their articles attacking cor-
porate affairs that they would have a salient influence 
in a fertile field, the voting public. With no matter 
what skill advertising matter is prepared and with no 
matter how much judgment it is placed to reach the 
public, the maximum of good results cannot be at-
tained if the general business of the country is ab-
normally depressed, and the advertising agents, as 
much as anyone else, are vitally interested to see that 
the causes of these depressions are removed. And in 
removing or impairing the effect of one of the chief 
of them, the continual attacks on business corpo-
rations, the advertising agents stand in a position to 
perform a great public duty, by obtaining and giv-
ing scientific publicity to the affairs of these corpo-
rations. 
If my opinion that full publicity of corporate affairs 
would show them generally in a meritorious light is 
not shared by all, at least all will agree that it would 
afford a means of obtaining a fairer public judgment 
of them, and if it did not free them altogether from 
the unscrupulous attacks, which seem to have no other 
purpose than that of pandering to the voting masses, 
publicity would go far toward counteracting them and 
it would furnish some relief to the unwarranted and 
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unjust restriction upon the development of the re-
sources of this country. 
EDITORIAL N O T E : This address attracted the attention 
of the press not only because it contained a practical sug-
gestion looking towards better cooperation between the 
Government and the public on one hand, and the corpora-
tions on the other, but on account of the natural interest 
of newspaper publishing companies. Without attempting 
to fix accurately the time when the attitude of the Govern-
ment towards corporations became acutely antagonistic, 
it is a well-known fact that the breach was still widening 
in 1911 when the address was delivered. The thoughts 
expressed by the author came, therefore, as a constructive 
suggestion, which was seized upon with avidity by the 
newspapers, if for no other reason than that it had strong 
news value. 
Advertising men, of course, welcomed the suggestion 
with delight. They found in the address not only a thought 
with respect to a new source of income, but from the dis-
cussion with regard to capitalizing advertising expendi-
tures, support from an unbiased source, in favor, under 
certain circumstances, of deferring and spreading adver-
tising expense. The address was, therefore, given wide 
publicity by advertising men. It was reprinted and dis-
tributed freely by the Quoin Club, an organization com-
prised of representative men in the advertising field. 
The substance of the address was used again by the 
author under the title of "Advertising as a Business As-
set," in April, 1916, before the Advertising Club of Saint 
Louis. On this occasion Mr. Sells proved himself a worthy 
exponent of publicity by telling the assembled company, 
incidentally, something of the history of accountancy and 
of the capacity and usefulness of the public accountant. 
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"The demands of the public accountant," said M r . Sells, 
"are various. The work in general embraces: auditing, 
which has to do with the verification and proper statement 
of assets and liabilities and the accounts of operations, and 
determination of fiduciary integrity; special examina-
tions and reports on the affairs of those engaged in every 
field of activity, for the most part for bankers and others 
interested in investments; devising and installing new sys-
tems of accounts and revising and improving existing sys-
tems; a miscellaneous class of work such as making state-
ments of the accounts of executors and administrators and 
special data for cases to be litigated or arbitrated; or-
ganization of administrative and other branches of busi-
ness; supervising inventories and appraisals; prepara-
tion of reports and frequently certificates relating to these 
undertakings; and numerous other incidental matters." 
There was at the time of the Saint Louis address much 
discussion over the inconsistency of the income tax law. 
The outstanding cause of criticism was the wording of 
the law which provided that corporations should make 
returns of net income based on income received and ex-
penses paid within the taxable year regardless of income 
earned, whether or not received, and expenses incurred, 
whether or not paid. With his characteristic courage the 
author took advantage of the opportunity afforded him 
in appearing before the Advertising Club of Saint Louis 
to call attention to the inconsistency of the law as fol-
lows: 
"Let me bring to your attention just one case, not 
wholly unrelated to our specific topic: Our income tax 
law dealing with the manner in which the net income of 
corporations, and so forth, shall be ascertained reads: 
"Such net income shall be ascertained by deducting from the 
gross amount of the income of such corporations received with-
in the year all the ordinary and necessary expenses paid within 
140 
PUBLICITY OF FINANCIAL AFFAIRS 141 
the year in the maintenance and operation of its business, and 
so forth. 
"In other words, the income account should be pre-
pared on the basis of cash receipts and disbursements 
notwithstanding the fact that a creature of the Govern-
ment itself—the Interstate Commerce Commission—es-
pecially provides that the methods to be pursued by the 
railroads in ascertaining their income shall not be on this 
basis but on the basis of income accrued and expenses 
incurred. Yet it does not appear that it occurred to any 
of our representatives in passing the bill, or to the Presi-
dent in signing it, that there was any inconsistency. 
"The point is that such inconsistency would have been 
apparent at once to a certified public accountant if he had 
had anything to do with drafting the bill. Moreover, the 
bill would have been logically arranged and so clearly pre-
sented as to render unnecessary the flood of rulings by the 
Commissioner of Internal Revenue. 
"Numerous illustrations might be given of cases in 
which points of controversy could have been quickly and 
practically cleared away by a public accountant, whose 
decisions in matters involving the proper classification 
of investments, assets, and income would be consistent 
with the purposes of the profession which, in the discharge 
of its functions, deals only with conditions, facts, and fig-
ures—it has no place for bias, perversions, fancies, or nar-
row and contracted view-points; on the contrary, it calls 
for breadth of vision, discretion, tact, and diplomacy." 
The following are extracts from press comments which 
appeared after the publication of the address on "Public-
ity of Financial Affairs of Corporations": 
A timely hint to corporations. How they can check the 
muck-rakers. The muck-raker depends upon the ignorance and 
credulity of the people regarding the workings of corporations. 
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He misleads or falsifies, trusting to the ignorance and credulity 
of his reader. Unfortunately, the corporations assailed do not 
defend themselves and hence are laid open to the charge either 
of thus acknowledging their guilt, or thus displaying their fear 
of publicity, or, in other words, their cowardice. The world 
loves a fighter, hence the mistake of the corporations. Mr. 
Sells proposes to have the corporation through the common 
channels of publicity tell the public the truth. His method is 
certainly worth considering and is strongly sustained by an 
admirable argument and statement of facts. 
Leslie's Illustrated Weekly, New York. 
Thoughtful address—it is well that Mr. Sells has called at-
tention so clearly to the necessity for relief. He speaks impar-
tially as becomes a public accountant and no man who knows 
him will accuse him of bias A copy of his address should 
be in the hands of every corporation official. The remedy which 
Mr. Sells suggests is the only one possible if corporations are 
to continue operation under restricted management.... Mr. 
Sells is absolutely right. 
The Journal of Accountancy, New York. 
X I 
C O R P O R A T E M A N A G E M E N T C O M P A R E D 
W I T H G O V E R N M E N T C O N T R O L 
X I 
C O R P O R A T E M A N A G E M E N T C O M P A R E D 
W I T H G O V E R N M E N T C O N T R O L 1 
Accountants' knowledge of corporate affairs is intimate, accurate, and 
substantially complete. Management of corporations is generally i n -
telligent and economical. Management of Government bureaus is gener-
ally loose, irregular, and dishonest. Comparisons of corporate and G o v -
ernment administration. Development of railways under Government 
regulation and business under private control. Graphic illustration show-
ing comparison of railway, agricultural, and pig iron development, and 
bank clearings and deposits in the United States. 
EDITORIAL N O T E : Observations from letters pertaining to subject. T e n -
dency toward Government regulation of business. Polit ical despotism 
versus public welfare. Press comments. 
T H E Society of Certified Public Accountants of the 
State of New Jersey is especially conspicuous because 
more corporations and more corporate capital have 
their corporate home in the state of New Jersey than 
in any other state. And so I want to take this oc-
casion to discuss, and in a spirit that shall lack neither 
candor nor courage, certain public questions upon 
which the experience of a public accountant is com-
petent to throw light. 
The position of the public accountant in respect to 
corporations and their management is always an in-
dependent one. Unlike the attorney he is not ex-
1 Response to a toast, "The American Association of Public Accoun-
tants," at the banquet of the Society of Certified Publ ic Accountants 
of the State of N e w Jersey, on its tenth anniversary, Newark, N e w Jersey, 
January 20, 1908. 
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pected to make out a case. The character of the ser-
vice he renders is impersonal. A l l he can do is to tell 
what the facts are, and they exist for his examination 
in forms so tangible and so subject to other scrutiny 
than his own that even if he were willing to prostitute 
his calling he would never dare to do so. It is equally 
true that the knowledge he obtains of the affairs of 
corporations is necessarily intimate, accurate, and 
substantially complete. 
Our country just now is passing through a period 
of acute financial stringency. The securities repre-
senting its properties are selling at prices that range 
from 3 0 % to 6 0 % lower than were obtained for them 
one year ago. The money needed to keep business 
going is harder to get today than was any sum, how-
ever great, for the extension and development of busi-
ness one year ago, and the questions, What is the 
matter? How has this come about? Who is responsi-
ble? are on everybody's tongue. The answers that 
are so generously provided seem to me very wide of 
the mark. Usually they involve grave reflections up-
on corporate management, and usually they come 
from a class of people who are particularly glib with 
their tongue, or ready with their pen, and who seem 
to have no other qualification for throwing light upon 
so grave a problem. 
We are told that the corporation managers are dis-
honest; that they "exploit" the people and their util-
ities; that they put their own enrichment above their 
duty to the stockholding interest or to the patroniz-
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ing public; and that before there can be a return of 
the splendid prosperity we were enjoying, the cor-
poration must be regulated and the Government must 
step in with a sharp eye and a big stick. 
M y experience in the conduct of independent and 
impartial examinations of books of account and affairs 
has covered many years and has been concerned with 
the Federal Government, state governments, and 
city governments. It has covered the field also of rail-
way, street railway, light, power, and other public 
service corporations. It has dealt with industrial 
corporations, the so-called "trusts." It has taken me 
into banks, trust companies, and insurance com-
panies; into educational and charitable institutions. 
I think I may say it has taken me pretty generally over 
the whole field of public and private business, and if I 
am to judge by what my eyes have seen, it is the un-
assailable truth that almost any one of the men who 
stand at the head of our great business institutions is 
far more competent to run the Government, and would 
run it more economically, more wisely, and more hon-
estly than any of those who are in the business of run-
ning governments. 
I know as a matter of fact that the management of 
our great properties is generally intelligent and eco-
nomical, and that the management of our Govern-
ment bureaus is generally loose, irregular, and fre-
quently dishonest; and when I read the articles with 
which so many of our newspapers and magazines are 
filled nowadays, reflecting on the men whose genius 
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is developing the country's resources, and when I hear 
the proposals of politicians, from the most eminent to 
the least, for the passage of laws to hamper and re-
strict the energies of these men on the theory that 
their integrity is open to suspicion, my mind inevit-
ably brings up the contrast that I always observe be-
tween a corporation's way of doing things and a gov-
ernment's, as disclosed by their respective records and 
books of account. 
For the purpose of this comparison, incompetency 
and dishonesty need not be separated. Putting them 
together it is my deliberate estimate, that, judged by 
the highest standards prevailing in the best conducted 
corporations, there is less than 10% of both among 
men in the management of corporations generally, 
and at least 9 0 % of both among public officeholders, 
and I base this estimate upon my experience as a pub-
lic accountant. 
The men entrusted with the management of the 
corporations are better fitted to administer the affairs 
of such corporations and to exercise judgment in mat-
ters concerning both the investor and the public which 
takes their product or utilizes their franchises, than 
are those men who hold public office qualified to fill 
even their own positions, much less to undertake ad-
ministrative control over corporations. The facts that 
prove this do not deal with the mere matter of hon-
esty and efficiency. The organization of a public bu-
reau is much less compact, much less harmonious in 
its operation than the organization of a great railway 
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or a great industrial corporation. The men at the 
head of such business organizations, in practically 
every case, are experts, working diligently, in har-
mony, and ready to work to the limit of their endur-
ance, with full and direct control of their subordi-
nates. On the other hand, nothing can be more no-
torious, the results are obvious to every public ac-
countant who investigates, than the fact that in nine 
cases out of ten the head of a public department 
spends most of his time promoting his political inter-
ests, and the employees generally, protected by the 
civil service regulations, are looking to see how little 
rather than how much work they can get into their 
appointed short hours. 
We are not without information of the effects upon 
great business industries of being hampered by Gov-
ernment regulations, as compared with the effect of 
being let alone. It is rare, of course, that conditions 
common to a great business are due to a single cause, 
but in this instance the signs point that way. 
The two greatest business interests of the country 
are represented by the railways and by agriculture, 
and they are particularly interrelated. Everything 
that tends to restrain capital from investing in rail-
way enterprises; everything that holds back the ex-
tension of railway enterprises into new and undevel-
oped country checks the settlement of new farms and 
the production of new crops. The manufacturer, on 
the other hand, finds his interests facilitated by the 
erection of his factories and shops in old and closely 
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settled communities where the transportation prob-
lem is already fully solved. So, note the comparison. 
In addition to a vast amount of state legislation in 
restraint of railways that began at about the time the 
Interstate Commerce Act was passed in 1887, that 
evil enactment, with its subsequent amendments, 
ushered in the era of restriction and introduced the 
period of railway persecution by law. Prior to that 
time railway construction had progressed in line with 
the development of business generally, but since that 
day, notwithstanding the enormous increase of capi-
tal resources, the railway industry has fallen far be-
low other lines of development, and with it also have 
fallen the principal agricultural interests. 
From 1878 to 1887 the average number of miles of 
railways constructed per annum was 7,013, but in the 
10 years following the passage of this Act, the aver-
age was only 3,537, or a falling off of about 5 0 % . A 
normal growth since 1887, to keep pace with the de-
velopment of industries generally, should show an av-
erage in excess of that which had distinguished the 
earlier period. No less than 12,876 miles of railway 
were constructed in the very year, 1887, in which the 
Interstate Commerce Act was passed; since that time 
the largest year of construction was in the year fol-
lowing, 1888, when the total was only 6,900 miles. 
The total mileage at the end of 1887 was 149,214; at 
the close of 1906 the total mileage was 222,635, an 
increase during these 19 years of only 4 9 % , while in 
the preceding 19 years the increase had been 3 5 3 % . 
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The explanation of this condition of things is not to 
be found in the suggestion that the country has been 
occupied. In the region west of the Mississippi, as 
suitable for development as any country through 
which any of the transcontinental lines were built, 
there were in 1904, outside of Alaska and Texas, no 
fewer than 473,836,000 acres of unoccupied public 
lands, while in Texas one-half of the area, or fully 
84,000,000 acres, has not yet been penetrated by lines 
of railway. In the region west of the Mississippi, 
where there is only a little over 100,000 miles of road, 
there is an area at the present time sufficient to sup-
port at least 5 0 % more railway mileage. 
Note now the figures showing the development of 
businesses which have not been hampered by that sort 
of Government regulation which hinders their man-
agement and frightens their investors, 
National and state bank deposits increased from 
$1,737,000,000 in 1888 to $6,941,000,000 in 1906, or 
in the enormous measure of 2 9 9 % ; bank clearings in-
creased from $49,098,000,000 to $159,808,000,000, 
or 2 2 5 % ; and the production of pig iron from 7,268,-
000 tons to 28,280,000 tons, or 2 8 9 % . The Lake 
Superior iron ore shipments increased from 9,000,-
000 tons in 1890, the figures showing the tons shipped 
in 1888 were not available, to 38,500,000 tons in 
1906, or 3 2 4 % . The statistics of manufactures for 
the period from 1888 to 1906 are not available, but 
for the 10 years from 1890 to 1900 the capital in-
vested in manufactures had increased from $6,525,-
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000,000 to $9,835,000,000, or 5 0 % ; but the capital 
invested in railways had increased during those 10 
years from $10,021,000,000 to $11,892,000,000, or 
only in the measure of 18%, with a mileage in the 
measure of 16%. 
The fact that the causes, whatever they are, which 
have throttled railway development, are also respon-
sible for holding back the development of agriculture 
appears clearly enough in the fact that agriculture is 
the only other large industry which has not developed 
in proportion with the production of raw material, 
the growth of manufactures, and the increase of bank-
ing resources. 
Since the time when the Egyptian people began the 
system of rotating crops, agriculture has been the 
greatest source of national enrichment, and doubtless 
the greatest factor in the civilization of the world. 
With all the lands that are available in this country 
still to be reached by railway construction, and with 
unlimited markets abroad for our agricultural prod-
ucts, the production of corn, wheat, and cotton in-
creased not at all in keeping with other developments, 
but only approximately with the progress of railway 
development. 
In the period from 1888 to 1906, the increase in the 
production of corn was from 1,988,000,000 bushels to 
2,927,000,000 bushels, or only 4 7 % ; that of wheat 
was from 416,000,000 bushels to 735,000,000 bushels, 
or only 7 7 % ; while that of cotton was from 6,941,-
000 bales to 13,290,000 bales, or only 9 1 % ; and the 
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fact that cotton did better than wheat or corn is ac-
counted for by the reinvigoration of the South. 
It is interesting also to note that the revenue to the 
investor from his interests in railways is far less than 
his revenue from an interest i n manufactures. The 
average rate of net income on railway investments is 
only about 4 % , while the average net income from i n -
vestments i n manufactures is about 15%. 
I want to quote, and with earnest approval, the 
language employed by President Hadley of Yale U n i -
versity, in a lecture on "Ethics of Corporation M a n -
agement," delivered in the latter part of 1906: 
Personally, I am one of those who look with serious distrust 
on each extension of political activity. I believe that the Inter-
state Commerce Law did more to prevent wise railroad regula-
tion than any other event in the history of the country. I think 
that the Courts would have dealt with our industrial problems 
better than they have done if the Anti-Trust Act had never 
been passed. I have gravely doubted the wisdom of some of 
the more recent measures passed by the National Government. 
The prejudice that has been aroused against the 
men who have written their names largest upon the 
geography of their country by railway construction 
and development, or whose genius has built up such 
corporate organizations as exist i n steel, in oi l , i n the 
telegraph, and i n other lines of industry; the prejudice 
that swept over the West in the days of Populism, and 
that now seems so far to dictate the policies of both 
the great political parties that their old-time contro-
versies are forgotten and they are merged in attacks 
upon the business of the country, is a prejudice that 
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is based upon two false assumptions; first, that the 
men of great affairs are lacking in integrity, and, sec-
ond, that the men of small affairs are oversupplied 
with it. I shall not say that the reverse is more nearly 
true, but I do say that almost every instance of great 
success in this country is an example of a combination, 
in the man who has accomplished it, of scrupulous 
honesty, great frugality of personal expenditure dur-
ing the years of struggle, and unbounded industry; 
while as a commentary upon general good conduct of 
the masses as such, it is a pertinent remark that if 
during the last few years one of our largest street 
railway systems could have gathered into its treasury 
all the fares that were passed up to its conductors, to-
gether with all the fares for which it gave rides but 
for which the passengers had contrived to omit to 
pay, it would not now be in the hands of receivers. 
The loss to traction lines in all principal cities by 
the evasion and the dodging of passengers, and by the 
misconduct of conductors, is estimated at from 5% 
to 10% of their gross earnings. The aggregate loss to 
shareholders of traction companies throughout the 
country must amount to a great many millions of 
dollars annually. 
Christian Socialism, the equal protection of the in-
dividual rights of all, the doctrine of the Golden Rule, 
is the only sort of socialism that should exist in a free 
country where each man's endowment of industry and 
ability should be permitted to achieve for him that 
full measure of success of which it is capable. 
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Comparison of Rai lway, Agriculture, and P i g - i r o n Development, and 
Bank Clearings and Deposits i n the United States. 
For 19 Years After the Passage 
In 1887 of the Interstate 
Commerce Act, 
1888 to 1906 
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EDITORIAL N O T E : This enunciation called forth more 
comment, by far, than any other public utterance of the 
author. The comments were, with two or three excep-
tions, not only favorable but extremely congratulatory. 
Letters by the score were received from men prominent in 
every walk of life: business men, bankers, lawyers, rail-
road officials; all except Government employees. Many 
were willing to applaud. No one who was informed, how-
ever, apparently had the gift of discernment necessary 
to see the situation in its true light, or, if so, the courage 
to give voice thereto. One politician acknowledged the 
truth of the indictment, but admitted that it would have 
been too much to expect that anyone concerned with the 
Government service or its law-making would have the 
courage, for political reasons, to point out the true situa-
tion. 
A prominent San Francisco banker wrote: 
If men like you would have the time to fill the columns of 
the newspapers of the United States instead of the men you 
designate as anxious to fill space at so much a line, the educa-
tion of the public in the right direction would be much easier 
than it is today. 
The following came from a leading New York lawyer: 
From the extracts I have seen of your remarks, they are what 
the Indians used to call, when we had any real Indians, "good 
medicine," and the community at large will be benefited by read-
ing what you have to say, especially as it is based upon the 
intelligent observation of what you have seen on the inside 
of so much of our great corporations. 
The senior member of a well-known law firm in Kansas 
City said: 
It contains huge chunks of cold, unadulterated truth, and al-
together is the sanest and most useful public utterance that I 
know of within the past four years. 
GOVERNMENT CONTROL 
The reaction of an outstanding university educator is 
summed up in the following: 
I have rarely seen in so short a compass so vigorous an ex-
posure of the evils of tinkering by politicians, eager for the ap-
plause and the votes of the hysterical multitude, with things 
that they do not understand. If we considered the general 
welfare of the country at large, it is, in my opinion, unquestion-
ably true that the meddling of incompetent legislators has done 
far more harm than the occasional rascality of leading railway 
and business men. 
In addition to being quoted and reproduced extensive-
ly in the press, there were wide-spread and voluminous 
requests for copies of the speech. One railroad company 
asked for a thousand copies, to be distributed among em-
ployees. It was reproduced in its entirety by several trade 
publications. The reproduction in pamphlet form ran to 
five editions. 
M r . Sells' pronouncement was the original public pre-
sentation of the matter. It was suggested to him by a 
call from the London correspondent of the New York 
Times, who, on the occasion of one of M r . Sells' visits to 
London, approached him for an opinion with regard to the 
conditions in America during the latter part of the year 
1907. This, it will be recalled, was the year of the money 
panic. There was not only much concern over recovery 
from the serious depression, but considerable criticism of 
certain individuals who had stood high in the financial 
world. This attitude was stimulated, if not in large part 
occasioned, by the policy of the Government toward cor-
porations, a disposition to indulge in what was then called 
"muck-raking," and the threat to wield the "big stick" 
on corporations. 
If M r . Sells' conclusions, derived from a comparison of 
corporate management with Government control, were 
correct in 1908, present-day comparison must, it seems, 
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inevitably result in a conclusion much more pronounced. 
The Interstate Commerce Commission has surrendered 
none of its power; if anything, that power has been in-
creased. In many directions Government control has ex-
tended its grasp until corporate management has, in nu-
merous instances, been driven to the brink of despair. 
Railroads are still gasping from the near-death blow ad-
ministered during the war. It is only necessary to compare 
their operating results in 1922 with those of the indus-
trials, to be assured on this point. Coal mining is threat-
ened with Government regulation. Corporations and in-
dividuals are still staggering from the burden of taxation. 
Constructive legislation, based on sound business prin-
ciples, is constantly hampered by the greed of politicians. 
One has only to look at the record of congressional con-
vention during the past year to have little doubt about this 
matter. 
While optimism preaches the doctrine that "God is in 
His Heaven, and all's well with the world," it is neverthe-
less a serious reflection on the national common sense of 
the American people that they have permitted the situa-
tion to develop to the present point where more or less 
everything in the way of progress is blocked by political 
interference and strife. The fate of the League of Na-
tions and the Ship Subsidy Bill are cases in point. Regard 
for the country's needs must always be subserved, it seems, 
to party consideration. 
National consciousness and strong leadership are needed 
now perhaps as much as at any other time in the history of 
the country. May the reproduction of Mr. Sells' striking 
arraignment contribute something to the furtherance of 
the efforts put forth by the national chief executive in at-
tempting to correct the situation. 
Extracts from press comments on the original publica-
tion follow: 
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In an address. . . . Elijah W. Sells, of the accounting firm of 
Haskins & Sells. . . . made some interesting and pertinent re-
marks bearing upon the management of railroad and other 
corporations and those who direct their affairs. He contrasted 
corporate management with Government management. By 
reason of his profession, Mr. Sells is well qualified to speak 
on this subject. He has had unusual opportunities for obser-
vation and for getting at the actual facts, on which alone a 
correct judgment can be based. . . . 
Altogether, Mr. Sells, it will be seen, has succeeded in crowd-
ing many facts and much solid truth into his remarks, and the 
address, coming from such a well-informed public accountant, 
must be considered as forming an important contribution to the 
discussions of the subject. 
The Commercial and Financial Chronicle, New York. 
. . . . Mr. Elijah W. Sells, the well-known public accoun-
tant, has given the public much food for thought in a compari-
son which he draws between the management of Government 
bureaus and of the various classes of public service, industrial, 
and business corporations, a comparison which he is peculiarly 
fitted to make from his life-long experience. 
The Banking Law Journal, New York. 
X I I 
W H Y N O T L E S S E N T H E E V I L S OF P R E S E N T 
T A X A T I O N ? 
X I I 
W H Y N O T L E S S E N T H E E V I L S OF P R E S E N T 
T A X A T I O N ? 1 
Accountants peculiarly fitted to pass judgment on taxation. Present i n -
come tax, surtax, and excess profits tax and their iniquitous results. 
American tax method compared wi th Bri t ish. Remedies. Advantages. 
EDITORIAL N O T E : L a c k of Government cooperation wi th recognized ex-
perts. Necessity for taxation. Present pending legislation. Desirability 
of releasing funds tied up in tax-exempt securities for business expan-
sion. Authori ty for taxing al l incomes contained i n sixteenth amendment 
to Constitution. 
T A X E S we have eternally with us. They are the 
price we pay for civilization, organization, govern-
ment. They began under the regime of Moses, start-
ing with a 10% income tax called "tithes." Taxation 
in some form has never left the earth since that time. 
While much has been written and said upon the 
subject of taxation and possible revision, it is still far 
from settled and there is apparently room for discus-
sion. 
Public accountants are peculiarly fitted to pass 
judgment on the subject of taxation. They touch 
every phase and problem of business in some way 
and are also familiar with the affairs of government, 
federal, state, and municipal. They perceive, at close 
range, the effect of taxation on business and the great 
1 A paper read before the Accountants' C lub, H o t e l M c A l p i n , N e w 
Y o r k , J u l y 13, 1921. 
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disturbance which it causes. Better than any other 
class do they know the superior excellence, economy, 
and efficiency of the management of business as com-
pared with that of government and the far-reaching 
meritorious effect of business upon all interests. 
The practice of my own firm has taken us during 
the past year into the affairs of several thousand con-
cerns, and much of our work has involved tax prob-
lems from so many angles that it has forced on us con-
clusions as to present methods and needs. This is 
typical of all practicing public accountants. 
To run the government of a nation, state or city, 
requires money, and the bulk of that money can come 
only through taxation. The greater the amount of 
funds required the greater the amount that must be 
furnished by the people. This we accept as self-evi-
dent, natural, inevitable. But we have a right to de-
mand, and a duty to make our demand vigorous and 
insistent, that the basis of that taxation be wisely 
considered, fair and equitable, aimed at no one class, 
the tax widely distributed, and arranged so that it ful-
fils its purpose with the minimum disturbance of 
business and the welfare of the individual. 
The present federal income tax, with its surtax for 
individuals and its excess profits tax for corporations, 
is flagrantly unfair, inequitable and fulfils its purpose 
with the maximum disturbance of business and the 
welfare of the individual. During the war loyal citi-
zens faced it cheerfully, accepting its discrimination 
and injustice as a minor matter in the dark shadows 
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of a world tragedy. They took i t as but another of 
the necessary evils of war. But they are now rightly 
and insistently registering their protest against its 
continuance, with its bad features unchanged, as an 
unnecessary evil i n time of peace and as disturbing, 
disheartening, and destructive to business activity 
and enterprise. 
Business is the very life-blood of the nation. It 
employs labor, pays its bills, adds to the wealth and 
influence of the country, and keeps money i n circula-
tion. Whatever drains business of its resources dulls 
its initiative, saps its vitality and holds the nation 
back from reconstruction and sane, normal progress. 
The Government's just need of money does not es-
sentially make right its method of getting i t . 
The present income tax, and its twin incumbrances, 
the surtax and the excess profits tax, are wrong be-
cause they cripple unnaturally individual and corpo-
rate enterprise and activity at the very hour when 
they are most needed. When a patient is slowly con-
valescing from the severe shock of a long, hard, weak-
ening illness in which he may have lost much blood it 
is not an auspicious time to bleed him further. This 
is precisely what is being done to business by the 
Government in the name of taxes. 
Since we entered the war we have heard constantly 
of thrift. It has been dinned into our ears by thou-
sands of speakers, has been flaunted at us i n our morn-
ing papers, and has been relentlessly billboarded and 
placarded into our consciousness as one of the su-
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preme duties of life. As a war measure it was a 
needed and inspiring call. Thrift was a supreme duty 
then. It is a great duty now and always. 
There are two phases of thrift that must be printed 
in red letters for Congress to read in relation to our 
taxes. Let the Government today, no matter what 
it did during the war, practice the thrift it preached 
to the people. Let it take its own medicine, eliminate 
the waste, the extravagance, the reckless administra-
tion, the appalling expenditure in bills which appeal 
to certain classes and that have in them more practical 
politics than practical patriotism. Let Congress re-
alize that even a billion dollars is worth saving and 
exercise some of this thrift. Such a course would re-
duce the demands of the tax, put us in a better posi-
tion to pay what we have to pay and make the paying 
easier. The other present lesson in thrift is for the 
Government to learn to save the business of the na-
tion instead of losing it by sapping its substance; save 
business so that business may save enough to pay its 
taxes. 
The individual is encouraged to be thrifty, to "lay 
something up for a rainy day." A corporation should 
do the same, since a good year may precede one or 
more bad ones and the accumulated reserve may be 
needed to make up the deficit of the poorer years. But 
most of all, business should save for its rehabilitation 
and further expansion. 
The iniquitous excess profits tax and surtaxes are 
uneconomic in that they stimulate extravagance and 
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reckless expenditures in many ways instead of inspir-
ing thrift. Many businesses have used advertising 
space beyond their real needs, have been willing to 
pay unnecessarily high prices for labor, and have 
plunged into expenses that ordinary business wisdom 
would not sanction under normal conditions, thereby 
intensifying an already abnormal condition. Taxes 
are responsible for these extravagances. 
The Government Loan Organization is advertising 
for the "Legion of Dollar Savers" (a squad in every 
home) to invest their savings in the future of the 
United States of America and says: "Business will 
boom and factories reopen—but more money will be 
needed to enable the wheels of industry and com-
merce to turn at full speed. . . . Dollars invested 
through this channel will ultimately promote busi-
ness enterprise and provide employment for a l l . " 
While these few dollars saved and added to busi-
ness are desirable it is more essential to conserve and 
protect the billions of dollars that are now in busi-
ness. The Government should recognize the rights 
of the large interests not as against those less pros-
perous, but in order that there may be cooperation 
between them in the resuscitation of business and the 
promotion of its further progress. 
Fostering the interests of those who have billions 
now invested in business will "promote business en-
terprise and provide employment for a l l" with greater 
rapidity than can be hoped to be accomplished by 
the Government's invitation to the Legion of Dollar 
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Savers to subscribe dollars in small quantities, com-
mendable as that may be. 
Moreover, those of the Legion of Dollar Savers who 
have the requisite character and capacity will, if they 
respond to the Government's call, soon find them-
selves in the same position as that in which the large 
investors are today, because the small investors are in 
exactly the same position today as were the large in-
vestors only a few years ago. 
During the last two years millions have been with-
drawn from business by those in the higher groups of 
profits and disposed of among those less successful, 
in such instalments as to keep the latter out of the 
high brackets of profits, and make the tax resulting 
less than they receive in cash distribution. So much 
of the value of these interests as could be paid for in 
cash has been reinvested in non-taxable municipal, 
state, and county bonds. There have also been mil-
lions in securities, belonging to those having large 
holdings, disposed of and the proceeds likewise rein-
vested in non-taxable bonds. The aggregate of these 
processes makes an enormous drain upon business re-
sources. But there are other evils. Investment in the 
non-taxable bonds has encouraged extravagance in 
municipal, state, and county expenditures with in-
creasing debts and high interest for the future. This 
has brought about high prices for labor and materials 
and has had a tendency to interfere with needed hous-
ing operations at reasonable prices. 
In many cases those having large invested inter-
EVILS OF TAXATION 169 
ests have actually given away millions to members 
of their families and others in order that the aggre-
gate of the taxation for the estate may be lessened. 
The law defeats its very purpose by causing a de-
cline in excess profits and surtaxes from these various 
sources. 
Note an example of the cramping and paralyzing 
effect of this taxation. If a partnership undertakes 
to save one-half of its year's profits for the capital 
necessary to take care of its future needs and expan-
sion, and one member's share of the profits amounts 
to a quarter of a million dollars, he will at the pres-
ent rate have to obtain outside of his business $1,670 
in order to pay his federal income tax and surtax 
amounting to $126,670. Thus he would have to pay 
more than he actually received in money out of the 
business, to say nothing of providing for his state in-
come tax, his real estate tax, if he is fortunate enough 
to own his own home, or other taxable property and 
all the expenses incidental to domestic and other 
needs. 
This is typical of countless other instances of the 
injustice and the inequity of the present taxation. It 
is an un-American tax and does not fit in with the 
spirit or needs of our people. It was modeled on the 
income tax of Europe where conditions were different 
from those of this country at the time of its enact-
ment. In Europe were many large entailed estates, 
the heirs to which had little or no relation to business, 
while in this country both the money and those who 
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inherit it or make it are actively engaged in business. 
In Europe the income tax does little harm and is but 
a slight disturbing factor. The British Government 
developed a plan of taxation on the average of three 
years' income which is a better basis for establishing 
a nearer approach to equilibrium in government reve-
nue. In America the income tax does more harm with 
less justification for its being. But this income tax is 
with us and is likely to remain. We must accept its 
bad principles but modify its terms. 
What should be done and without delay is three-
fold: First, eliminate the surtax and the excess profits 
tax; second, reduce the present income tax rate; third, 
provide in their place a new tax which will yield the 
needed revenue with the least possible disturbance of 
business, whether corporate, partnership, or indi-
vidual. 
A tax that would apply only upon sales to the con-
sumer and would not be made on sales of raw mate-
rials, partly manufactured articles sold to manufac-
turers, or on products sold to jobbers for resale, would 
be just and equitable. 
The tax on consumption to be paid by the consum-
er, with the word "consumption" broadly construed, 
should be a uniform rate for each of the various lines 
or grades, starting with a small percentage on neces-
sities and articles in common use and graded up to a 
high rate for luxuries. With no serious disturbance 
to any business, it would produce billions annually 
for the Government's needs. 
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This form of taxation would have many advan-
tages: 
1. It would give wider distribution so that all 
classes would pay and being in small amounts would 
not be a drain on the finances of any. 
2. Being paid at the time of sale, the likelihood of 
tax evasion would be lessened and as a "pay as you 
buy" tax would be paid in trifling sums as a finality, 
instead of being massed as a large amount to be paid 
later. 
3. It would tend to stabilize prices to the consumer 
and eliminate excessive profits that in many cases are 
intended to anticipate undetermined taxes. There 
would be no incentive for the dealer to avoid payment 
as it would be collected from others and held apart 
for that purpose. 
4. It would be a genuine encouragement to econ-
omy and thrift because the bulk of the taxes would 
fall upon expenditures arid not upon profits that are 
accumulated. It would place no limits or determents 
to what an individual, partnership, or corporation 
might make or save. 
5. Taxation on spending, not on earning, applied 
in large measures and distributed against all who 
make expenditures would be logical, safe, and equit-
able. It would give the individual the largest measure 
of freedom in his financial affairs. 
6. It would be a simple form and relatively easy of 
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administration. It would be computed mostly by 
business houses equipped to keep records and perform 
this service economically and efficiently. The stamp 
tax plan could be applied to the small businesses. 
Taxation based upon consumption with varying 
rates, from the minimum for the necessities to the 
maximum for the luxuries, is not unlike the principle 
applied to the tariff which this Government adopted 
at the beginning and has continued to the present 
time, varying only as party politics made the rate high 
or low. 
W e must recognize that our Government is going 
on for many years to come expending billions for 
civil operations and armament, part of which may be 
needless and unwise, in addition to the interest on 
war debts and their ultimate redemption. The Amer-
ican people must see the problem of raising revenue 
by taxation with broad, clear vision and with prac-
tical, not theoretical, knowledge of business and its 
needs. A Congress which ignores the needs of busi-
ness invites further industrial calamity and economic 
discord that is far reaching. Just as surely as dis-
crimination against small incomes is reprehensible so 
is that against large incomes. What is needed is not 
favoritism to either, but justice to both. The interests 
of business and the interests of the country generally 
are identical. The prosperity of the one means the 
prosperity of the other. A n y injustice or other cause 
which hampers business affects adversely the whole 
country and all of the people. 
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EDITORIAL N O T E : Mr. Sells has built up an exceeding-
ly strong case in support of a proposed sales tax plan. 
His varied experience in connection with the financial 
phases of industrial and governmental activities qualifies 
him admirably to discuss this subject in an impartial and 
intelligent manner. Unfortunately, however, there are too 
many of our legislators who have in mind solely their own 
political and selfish interests and who only too often turn 
a deaf ear to really constructive programs of legislation. 
This vicious condition necessarily invites corruption and is 
attended by destructive results. But just so long as con-
gressmen refuse to accept the opinions and recommenda-
tions of recognized experts, then just so long will this con-
dition continue. 
As an example of this flagrant practice, one may recall 
what happened to the Mellon plan for tax reduction when 
it was placed before Congress for action. Volumes of 
opposition flamed forth from the various political factions. 
When the plan was finally adopted it was so different from 
the original that many of the practical benefits were sac-
rificed. Yet, Mr. Mellon, from his varied experience in 
the world of finance and from his knowledge of the opera-
tions of the United States Treasury, was probably more 
competent than any other person to formulate the method 
that could best be employed. The changes, all of which 
were without merit, were in answer to the demands of 
cliques and blocs which were more anxious to obstruct 
than to cooperate. 
Awakening the public, however, to the seriousness of 
such a matter is not an easy task. The public is too 
heterogeneous a mass and too unfamiliar and disinterested 
in the affairs of government to be in a position where it 
could vigorously demand that politicians subserve their 
interests to those of the public. Perhaps, through a proc-
ess of education the day will come when voters will give 
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as much attention to government as they now give to the 
selection of their personal needs. The politician will then 
be made to feel his responsibility, and he will be called 
upon to justify the confidence which his constituents place 
in him. 
In the meantime, we shall be confronted with such prob-
lems as that of taxes. At present everybody concedes that 
taxes are too high. It is probably not too sweeping a 
statement to say that everyone would like to have taxes 
reduced. But taxes furnish the means whereby the ex-
penses of government are met, and no one expects any 
Federal Government, or subdivision thereof, to operate 
without funds. 
The time-worn question of how much any government 
properly requires for necessary expenses may never be 
answered. This country of ours, however, has put itself 
in the sound position of budgeting its financial affairs, and 
the machinery has been provided for estimating in ad-
vance, with a fair degree of precision, the expense of con-
ducting government. This development has occurred sub-
sequent to the date of M r . Sells' article. 
Based on past experience and profitable future needs, 
the Secretary of the Treasury, M r . Mellon, has explained 
that present rates of taxation may be substantially re-
duced. Certain politicians have tried to relate the issue of 
tax reduction to the soldiers' bonus. Others have, how-
ever, raised questions which have an economic rather 
than a political aspect. They believe, with M r . Mellon 
and M r . Sells, that a reduction of surtaxes would tend to 
attract back into industry funds which have been di-
verted therefrom by tax-exempt securities. They claim 
that municipal, county, and state projects are as much 
industry as the business operations carried on by private 
enterprises and the argument may not be readily con-
troverted. 
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In addition, we find linked with tax-exempt securities 
the principle of "easy come, easy go." This naturally 
tends to extravagance, or at least to the utilization of funds 
beyond the point of necessity and economic desirability, 
and, apparently, without the realization that interest on 
funds borrowed for local improvements and sinking-fund 
payments must be met by local taxation. The elimination 
of the tax-exempt feature of securities would, in these 
cases, cause the burden of taxation to be shifted from the 
people as a whole to those who happened to live in local-
ities where extravagant public improvements were under 
way. 
Furthermore, if an amendment to the Constitution were 
to prohibit the issue of tax-exempt securities, then all se-
curities, both industrial and municipal, would, so far as 
surtaxes are concerned, be on the same basis. According-
ly, the taxpayer of large means seeking investment would 
be in the position of choosing between industrials and 
municipals, having in mind the advantages of the respec-
tive bonds with regard to security of principal and interest 
return. Municipals would then be obliged to compete with 
industrials. The tendency of local taxpayers would prob-
ably be to object to issues which would carry high rates 
of interest and local extravagances would tend toward 
curtailment. In all likelihood, industrials would be in a 
better position to offer higher rates, and would, there-
fore, attract available capital. 
Amendment to the Constitution would perhaps accom-
plish the same thing which M r . Mellon hopes to accom-
plish by reducing surtaxes, namely, the attraction of addi-
tional capital to the essential industries. But why amend 
the Constitution again? The sixteenth amendment pro-
vides as follows: 
The Congress shall have the power to lay and collect 
taxes on incomes from whatever source derived, without 
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apportionment among the several states and without re-
gard to any census or enumeration. 
No authority to tax income from municipal, county, and 
state securities could be more specific. Its application 
should be availed of immediately. 
X I I I 
A P L A N F O R I N T E R N A T I O N A L P E A C E 
X I I I 
A P L A N F O R I N T E R N A T I O N A L P E A C E 1 
Tangible and intangible costs of war. Precepts that should receive agree-
ment among nations of the world. Election of representatives who con-
stitute peace tribunal. Estimated expenditures and savings that would 
result. Proposed land and sea forces. Tabulation showing approximate 
population, number of men, and cost per annum of armies and navies on 
peace basis of practically all nations; and estimated number of men in 
armies, and number of representatives under proposed plan of a world's 
peace tribunal. 
EDITORIAL NOTE: Inadequacy of power in the Hague Tribunal. Lack of 
power in proposed League of Nations. Mr. Sells' plan developed from 
a business rather than a legal or political standpoint. 
T H E war now being waged, the greatest in history, 
brings vividly to the mind the need, when peace again 
is established, for some definite plan whereby to in-
sure its permanency throughout the world. Aghast at 
the struggle in which many nations are involved, hu-
manity is disheartened over the failure of peace plans 
heretofore proposed, and hopeful that the time draws 
near when the nations of the world will find and adopt 
some plan to secure all people in the peaceful pursuit 
of their respective undertakings against interruption 
by international warfare. 
It has been said that war stimulates manhood and 
makes for strength of character. While this may be 
true, such benefits sink into insignificance when com-
1 An address at the meeting of the New York State Society of Certified 
Public Accountants, New York, Monday, January 11, 1915. 
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pared with the enormous drains that war makes upon 
the social fabric and the world's wealth arising from: 
(1) loss of life; (2) disability of survivors; (3) suffer-
ing of dependents; (4) distress of non-participants; 
(5) destruction of property; (6) damage to com-
merce; and (7) taxation of the cost. 
The overwhelming magnitude of each of these 
products of warfare, all forcefully illustrated by the 
present European conflict, has been so extensively 
brought to public notice that there is no need for 
amplification by discussion. 
The many peace expressions coming from the 
powers in recent years have indicated the need for a 
practicable plan that will permanently prevent war-
fare between nations. Mere conventions between na-
tions will not accomplish permanent peace; this must 
come through irrevocable compact providing for 
something substantially effective. I believe the solu-
tion of this question lies in the establishment of an 
independent tribunal endowed with the right to 
adjudicate international differences and provided 
with the power to enforce its decisions. 
In order that such a tribunal may be able to accom-
plish this the nations must grant to it unqualified 
authority to organize for efficiently carrying out the 
objects of its formation, must transfer their navies to 
the tribunal, must reduce their armies, and must be 
committed to and make regular appropriations of the 
funds necessary for the tribunal's maintenance. 
In the interest of humanity I am encouraged to 
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present a plan, convinced of its feasibility and hope-
ful of its adoption, if it can have the approval of our 
own nation and a potential presentation to other na-
tions at the proper time. 
The full agreement between the nations of the 
world should include the following general precepts: 
P R E C E P T N U M B E R 1 
The constitution of a world's peace tribunal 
to which shall be referred all differences between 
nations which cannot be settled amicably by 
themselves, and the irrevocable delegation to 
such tribunal: First, of authority to adjudicate 
such differences; Second, of power to enforce its 
decisions after due notice has been given the na-
tions in interest; Third, of power to suppress 
hostilities between nations arising from any 
cause whatsoever, and to compel them to sub-
mit their differences to the tribunal for adjudica-
tion; and Fourth, of power to enforce these 
precepts. 
P R E C E P T N U M B E R 2 
The requirements imposed upon the nations 
shall be: First, to cede and transfer to the tribu-
nal, without reservation, all war-ships and other 
naval equipment and discontinue all navy yards 
and all other related establishments except such 
as may be needed for the purposes of the tribu-
nal and which shall be ceded to it; Second, to 
dismantle and raze all fortifications except those 
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needed for the tribunal which shall be ceded and 
transferred to it , together with all munitions of 
war except such of the small ordnance as may be 
necessary for the nations' armies; T h i r d , to re-
duce al l armies to a basis of internal necessities, 
approximately 5 0 % of the armies as they exist 
on a peace basis and not to exceed 1/20 of 1% 
of the nations' population for standing armies, 
and no larger force of reserves or militia for prin-
cipalities or state subdivisions, with correspond-
ing reduction in military equipment and muni-
tions and in arsenals or plants for their manu-
facture, and, i n the case of factories not under 
the control of governments, limitation by law to 
the manufacture of small arms in quantities not 
to exceed national requirements; and Fourth, to 
confine the operations of armies of the nations to 
their respective territories. 
P R E C E P T N U M B E R 3 
The annual appropriation by each nation for 
2 5 years, for the support of the tribunal, of one-
third of the average annual expenditures for the 
army and navy for the past 5 years, to be paid to 
the treasurer of the tribunal. 
P R E C E P T N U M B E R 4 
The annual appointment or election by every 
nation of a representative or representatives to 
a congress of the peace tribunal to meet on the 
first Monday of June and adjourn not later than 
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the last Saturday of September in each year, one 
representative from each nation with a popula-
tion of 25,000,000 or less, two from each nation 
with a population between 25,000,000 and 100,-
000,000, three from each nation with a popula-
tion between 100,000,000 and 250,000,000, and 
four from each nation with a population in excess 
of 250,000,000; such representatives to be sub-
ject to reappointment or reelection for not more 
than three years continuously, but thereafter to 
be eligible for reappointment or reelection only 
upon the lapse of one year. 
P R E C E P T N U M B E R 5 
That the congress upon organization shall be 
authorized and required: To create three depart-
ments of nine members each for the conduct of 
the affairs of the tribunal, viz.; a judiciary to in-
clude a chief justice; a civil commission to in-
clude a chairman, a secretary, a treasurer, and 
a comptroller; and an armament commission to 
include a chairman and a chief of armaments; 
and to elect from among its numbers the mem-
bers of each department, and to administer to 
them appropriate oaths of office. 
P R E C E P T N U M B E R 6 
That the congress shall be authorized and re-
quired to make appropriations for the expenses 
of its first session and for the expenses of the 
tribunal for its first fiscal year which shall begin 
5 
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October 1 and end September 30, and that annu-
ally thereafter it shall make appropriations upon 
budgets submitted by the civil and armament 
commissions for the annual expenses of the tribu-
nal. 
P R E C E P T N U M B E R 7 
That the members of the departments be 
elected separately by ballot; that originally there 
be elected one of each department for nine years, 
one of each department for eight years, and so 
on, to one of each department for one year, and 
each year thereafter one of each department for 
nine years to hold office commencing October 1 
following; that not more than one member of any 
one department shall be from the same nation, 
and that no member shall be eligible for reelec-
tion to any department before the lapse of three 
years or to membership in the congress during 
the period of his incumbency; that nominations 
shall be made on or before July 1 and shall be 
voted upon not later than August 20, and that 
nominations shall be made at least ten days be-
fore voting takes place; that the chairman of the 
congress shall appoint three tellers of election, 
each from a different country, who will count the 
ballots and report to the congress, and the chair-
man of the congress shall declare elected the 
nominee receiving a plurality, and in event of a 
tie the election shall be determined by lot, the 
chairman of the congress to appoint a committee 
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of three (not the tellers), each from a different 
country, to determine the lot. 
P R E C E P T N U M B E R 8 
That any member of any department may be 
impeached and removed for malfeasance, charges 
of which must be preferred in writing, by at least 
two members, to the congress in the case of a 
member of the judiciary department and to the 
judiciary department in the case of a member of 
another department. 
P R E C E P T N U M B E R 9 
That in the event of vacancies or absences of 
members of the judiciary or the commissions for 
any cause, the remaining members of the ju-
diciary or the commissions may temporarily fill 
the vacancies from the members of the previous 
congress to serve until the next congress con-
venes and elects their permanent successors. 
P R E C E P T N U M B E R 10 
That the judiciary shall organize as a court, 
hear arguments and adjudicate all international 
disputes, and cause transcripts of its decisions 
to be transmitted to the secretary of the tribu-
nal; shall convene for such portions of four 
months or longer as may be necessary to clear 
the docket in two sessions each year; and shall 
appoint a marshal and such assistants as may 
be necessary to bring before it those impeached, 
186 S O M E T H E M E S I N A C C O U N T A N C Y 
and otherwise maintain order. Members from 
the countries involved in disputes shall not sit 
on such cases. 
P R E C E P T N U M B E R 11 
That the civil commission shall have control 
of and direct the organization and administration 
of the civil affairs of the tribunal. 
P R E C E P T N U M B E R 12 
That the armament commission shall have 
control of and direct the organization and admin-
istration of the armament affairs of the tribunal, 
shall organize two general staffs of at least nine 
members each, no two of whom are to be from 
one nation, for directing land and sea operations, 
respectively, and whose acts shall be governed by 
majority rules; shall prescribe rules for the con-
duct of the armament forces; shall provide that 
commissioned and non-commissioned officers, 
troops, sailors, marines, mechanics, and others 
shall be drawn from the nations' present organi-
zations and be amalgamated into one; that the 
armament forces shall be approximately 10% of 
those of the nations as they exist on a peace 
basis; and that the tribunal's forces shall be 
stationed in such numbers in different parts of 
the world at such times and of such nationalities 
as will enable the tribunal to enforce its decisions, 
suppress hostilities, and maintain the peace be-
tween nations. 
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P R E C E P T N U M B E R 13 
That a majority of the respective commis-
sions shall govern and control the affairs thereof; 
that the duty of each chairman shall be to pre-
side and promulgate the majority rulings to those 
in interest; that upon the call of a member of 
either of the commissions they shall meet in joint 
session to discuss and give consideration to mat-
ters of joint interest; that in event there is need 
to resort to arms against any nation, the civil 
and armament commissioners shall sit together 
and the chairman of the civil commission shall 
preside as chairman of the joint sessions; that a 
majority of the two commissions shall govern in 
determining the method of procedure; and that 
no member of a commission from a country 
against which armed forces are to be used shall 
sit at such joint sessions. 
P R E C E P T N U M B E R 14 
That the two commissions shall prepare budg-
ets for their respective needs for each succeeding 
year; that the civil commission shall prepare the 
budgets for the judiciary and the congress; and 
that these budgets shall be presented to the con-
gress for its act of appropriation. 
P R E C E P T N U M B E R 15 
That the secretary shall keep a record of the 
proceedings of the congress, transmit the same 
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to the judiciary and the respective commissions 
interested, receive complaints from nations and 
transmit them to the judiciary, and transmit de-
cisions of the judiciary to the nations interested 
and to the commissions for enforcement if neces-
sary; and shall make a report thereon to the con-
gress annually. 
P R E C E P T N U M B E R 16 
That the treasurer shall receive and have the 
custody of the funds and investments of the 
tribunal and shall disburse the funds only upon 
warrants drawn by the comptroller against ap-
propriations made by the congress. 
P R E C E P T N U M B E R 17 
That the comptroller shall prescribe the sys-
tem for and keep the accounts of the tribunal, 
and draw warrants on the treasurer for the dis-
bursement of moneys on accounts stated which 
shall be approved by the respective chairmen of 
the two commissions, the chairman of the civil 
commission approving the accounts for the con-
gress and the judiciary in accordance with ap-
propriations made therefor; and shall make a re-
port of the accounting and statistical affairs to 
the congress annually. 
P R E C E P T N U M B E R 18 
That the expenditures of the tribunal shall 
not exceed 5 0 % of the receipts from the nations 
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in any one year; that the surplus of not less than 
5 0 % of the receipts shall be invested in the bonds 
of the countries contributing to the support of 
the tribunal, and the interest received from the 
bonds also shall be invested in bonds of such 
nations semiannually or as often as possible; 
that these investments shall be kept separate 
and be continued until the principal sum will 
yield in interest annually a sum 9 0 % of which 
will suffice to support the tribunal, whereupon 
the nations may cease to make appropriations 
and payments in support of the tribunal; that 
thereafter the tribunal may expend 9 0 % of the 
interest proceeds for its support and invest 10% 
which shall be kept separate and be accumu-
lated for the general purposes of the tribunal. 
P R E C E P T N U M B E R 19 
That the armament commission shall be em-
powered to dispose of the unnecessary ships, 
equipment, heavy ordnance, and other things in-
cident thereto, and order the proceeds there-
from paid over to the treasurer to be added to 
the surplus of the tribunal and invested in na-
tional bonds. 
These precepts are accompanied by a schedule 
showing the names of practically all the nations of 
the world, arranged alphabetically, their approxi-
mate population, the approximate number of officers 
and men in the armies and navies, and the cost per 
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annum on a peace basis tabulated from the best ob-
tainable sources, also the estimated size of the army 
of each nation, and the number of representatives to 
the congress of the tribunal according to this plan. 
The cost per annum is based on a five years' average 
for the larger nations. The schedule is divided into 
two groups, the countries marked with the letter (A) 
being the 20 largest, many with navies of formidable 
size. 
On the world population of 1,624,000,000 there will 
be 75 representatives divided among 58 nations. 
The plan provides that the members of the several 
departments are to be from different nations, thus 
making them thoroughly representative, for rotation 
of the members in office, and for the control of the 
commissions by the majorities thereof to prevent 
the possibility of the creation of a centralized individ-
ual power. 
Considering the enormous powers with which the 
tribunal would be endowed under this plan, each 
participating nation should—and in all probability 
would—most carefully select its representative or 
representatives. These should be citizens of the high-
est repute, probity, distinction, and attainments, and 
it would follow that the tribunal and its component 
parts would thus comprise the very best types from 
all the nations. 
While all nations should be parties to the precepts, 
it is doubtful if it would be expedient to include every 
nation in an estimate of appropriation and payment 
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to the tribunal, for the reason that some of the smaller 
nations with little or no navies and with comparative-
ly small armaments may need their present armies for 
internal protection. To make a conservative pre-
sentation of the cost of the tribunal as compared with 
the present cost to the nations, the expenditures of 
20 foremost nations are used. The expenditures of 
these 20 nations for armaments represent about 9 5 % 
of the total, and the men in their armies and navies 
represent about 8 5 % of the total of all men so en-
gaged. 
The total expenditures for the armies and navies of 
the 20 nations on a peace basis amount to $2,405,000,-
000, divided $1,568,000,000 for the armies and $837,-
000,000 for the navies. The appropriations and pay-
ments to the peace tribunal under the proposed plan 
would be one-third of this amount, $522,000,000 for 
the armies and $279,000,000 for the navies, or a total 
of $801,000,000. It is estimated that these 20 nations 
would expend for their armies 5 0 % of their present 
expenditures, or $784,000,000, and 10% of present 
expenditures for navies on account of the retired list 
which with incidentals would amount to $84,000,000, 
or a total of $868,000,000. This would make the total 
expenditures for these 20 nations $1,669,000,000, as 
compared with expenditures of $2,405,000,000 on a 
peace basis, resulting in an immediate and direct sav-
ing of $736,000,000 per annum, which will be in-
creased as the retired list decreases and to which after 
25 years will be added the annual amount that in the 
192 SOME THEMES I N ACCOUNTANCY 
meantime w i l l be paid to the tribunal, as after that 
time further payments to the tribunal wil l not be nec-
essary, making a direct saving after the 25-year pe-
riod of $1,537,000,000 per annum for the 20 nations 
in the group. In addition to this immediate and di-
rect saving which would naturally go to increase the 
wealth of the various nations, the indirect savings 
would be incalculable but would none the less visibly 
affect every nation of the world. 
On this basis, the peace tribunal would have avail-
able $801,000,000 per annum, one-half of which, or 
$400,500,000, invested and compounded annually for 
25 years at 3 % , would produce about $15,000,000,-
000, 3 % of which, or $450,000,000, would be the ap-
proximate annual income. Ninety per cent, or $405, 
000,000, would be more than sufficient to maintain 
the peace tribunal thereafter without any expense 
to the nations and leave annually over $45,000,000 
to be invested and compounded as a reserve fund. 
The other half, $400,500,000, would be available for 
the use of the tribunal which would require annually, 
approximately, for its c ivi l organization $5,000,000, 
and for its armaments $395,500,000. 
The expenditures for the congress, the judiciary, 
and the commissions of $5,000,000 include, roughly 
estimated, 75 representatives to the congress at $10,-
000 each, $750,000, and mileage and contingencies 
$250,000, or, $1,000,000; nine members of the ju-
diciary, nine civil commissioners, and nine armament 
commissioners, 27 in a l l , at $25,000 each, $675,000, 
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and contingencies $325,000, or $1,000,000; a civil 
staff of deputies, chiefs, clerks, translators, marshals, 
messengers, and others, say 900, at salaries ranging 
from the deputies at $7,500, and scaling down for 
chiefs of bureaus, clerks, translators, and others, to 
the messengers at $500 each, an aggregate of $1,500,-
000, with contingencies $500,000, making a total of 
$2,000,000; and allowances for rent of offices and 
other contingencies of another $1,000,000. 
The estimate of the armament, $395,500,000, 
covers the land forces of approximately 650,000 at an 
average cost per annum of $500 each, $325,000,000; 
men, maintenance, and operation of ships at a trifle 
less than 10% of the aggregate of all the navies of the 
world, $70,000,000, and incidental office expenses of 
the general staffs, $500,000. 
The land forces as provided by these precepts 
should be divided so that they would be stationed in 
various parts of the world approximately as follows: 
Western Europe 100,000 
Central Europe 100,000 
Southeastern Europe 50,000 
Northern Africa 50,000 
Southern Africa 50,000 
Northern India 5o,ooo 
Eastern China 50,000 
North America 100,000 
South America 100,000 
It should be provided further by the general staff 
that not more than approximately 2 5 % of the forces 
stationed in the territory of any nation may be na-
tives of that particular nation. Al l of these forces 
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would be moved from time to time and from place 
to place to meet the exigencies of the tribunal. 
The sea forces would be similarly divided between 
the waters of the principal nations and similarly 
moved about to meet the exigencies of the tribunal. 
The number of men in the armies and navies of the 
nations of the world, on a peace basis, is approxi-
mately 6,960,000. It is estimated that for the arma-
ment of the peace tribunal there would be required 
700,000 men—land forces 650,000, sea forces 50,-
000—and for the standing armies of the nations and 
retired lists less than 900,000 men, making available 
over 5,000,000 disciplined men whose occupation in 
peaceful pursuits would add materially to the world's 
economic value. 
Al l of the approximations and estimates have been 
prepared with care and are believed to be conserva-
tive, but they are intended to be illustrative and illu-
minative only. 
If the causes of modern wars be analyzed and con-
sidered in connection with the proposed plan, it is 
apparent that under every condition a tribunal such 
as is proposed would have had control of the situation 
and would have prevented hostilities between the 
nations. 
EDITORIAL N O T E : The Hague Tribunal, having been 
established in 1899, was already a number of years old 
when the Great War, with all its fury, burst forth upon 
the world. The natural question has been frequently 
asked, when various other proposals insuring peace have 
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since been made, concerning why the Permanent Court 
of Arbitration, as the Hague Tribunal was known, did 
not afford the opportunity and machinery for settling the 
differences out of which the Great War arose and for pre-
venting that gigantic struggle. 
The Hague Tribunal was a sort of "come in and talk it 
over" affair. It was not empowered to adjudicate dis-
putes or enforce ideas as to settlement. Its function was 
arbitral rather than judicial, and the Tribunal would have 
been impotent, therefore, to force a settlement of the con-
troversy underlying the Great War, unless the parties 
thereto had agreed to the recommendations of the court. 
The Covenant of the League of Nations provides for an 
assembly of delegates, an executive council, a perma-
nent secretariat, and the establishment of a permanent 
court of international justice. The League is therefore 
clothed with judicial rather than arbitral authority, and 
the court established under the covenant differs in that 
respect from the Hague Tribunal. 
But, again, the League is empowered only by implica-
tion to enforce any findings. This implication is found 
in Article 11, which reserves to the high contracting 
parties "the right to take any action which may be deemed 
wise and effectual to safeguard the peace of nations." 
Former President Wilson may have intended to so inter-
pret this provision, when, in presenting the report of the 
commission which considered and drafted the Covenant 
of the League of Nations, he is reported as having said: 
"Armed force is in the background of this program, but 
it is in the background, and if the moral force of the 
world will not suffice, the physical force of the world 
shall. But that is the last resort, because this is intended 
as a constitution of peace, not as a league of war." 
Mr. Sells, whose plan of international peace was offered 
before any public suggestion of a League of Nations had 
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been made, comes out courageously and without reserva-
tion in favor of a tribunal not only with authority to 
adjudicate, but with power, in the form of a world army 
and navy, to enforce its findings. Nothing is left to im-
plication, and there is no doubt in this respect as to what 
the scheme contemplates. 
The commissions suggested by Mr. Sells appear to offer 
a way much more simple and less cumbersome for admin-
istering the plan than the assembly, executive council, 
secretariat, and court provided by the League. His plan 
may be characterized as more of a business plan than a 
legal one. It is concise, filled with ideas rather than 
verbiage, and takes into consideration a very important 
factor in any plan, namely, the manner in which it is 
to be financed and the economy which it would effect, as 
well as the other advantages which would accrue. Ob-
viously, estimates made in 1915 would now have to be 
revised in the light of present conditions. 
The League of Nations, in so far as may be ascertained 
from public information, appears to have disregarded the 
cost of operation, except as provision is made for the 
apportionment of expenses of the secretariat among states 
members of the League on the basis of the expense dis-
tribution used by the International Bureau of the Uni-
versal Postal Union. The makers of the covenant pro-
ceeded apparently on the theory that if the purposes of 
the League were justifiable the expense of operating it 
would be a matter of secondary consideration. It strikes 
one as being essentially a political program rather than 
anything else, and appears not to have given due regard to 
the economic relations existing among nations. 
While Mr. Sells has not particularly stressed this point 
it seems probable that working under the influence of an 
agreement such as he has proposed the inclinations of 
those entrusted with the administration would be to give 
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a large measure of consideration to the economic aspect 
of affairs among nations. This would, perhaps, go as far 
in the direction of preventing wars as any scheme which 
might be worked out. 
International jealousies growing out of various trade 
relations and business aspirations may possibly have con-
stituted the motives for past wars to an extent greater 
than is usually believed. It seems doubtful, therefore, 
that any scheme will succeed which does not take this 
matter into consideration, and, further, one of the im-
portant results must be, as Mr. Sells points out, some 
measure of national economy accruing to the states mem-
bers at interest. 
The satisfactory settlement of the permanent peace 
question appears to be almost as far away as ever, and 
it seems not unreasonable to venture the opinion that 
before a workable scheme is reached, consideration will 
have to be given to some of the outstanding principles 
embodied in Mr. Sells' plan. 
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204 SOME THEMES IN ACCOUNTANCY 
Committee appointed at a meeting of the presidents of the rail-
ways in the southeastern territory, held in New York, October 
28, 1904, to consider and recommend a method for the 
prompt settlement of interline claims with claimants and the 
prompt adjustment of the same as between the carriers in 
interest. 
G E N T L E M E N : 
In accordance with your request, an examination has been 
made of the present methods of handling interline freight claims 
in the offices of nearly all the lines represented at the meeting 
of presidents held in New York, October 28, 1904, together with 
a study of the causes which have occasioned the present unsat-
isfactory conditions, with a view to submitting for your consid-
eration, and for your recommendation to the presidents of the 
carriers in interest, a plan for the prompt settlement of inter-
line claims with claimants and the prompt adjustment of the 
same as between the carriers. 
It is well known that much time is consumed in the adjust-
ment and final settlement of interline claims, and it is gener-
ally conceded by all who have knowledge of the business that 
they are handled in a cumbersome way, inflicting injustice upon 
claimants to such an extent that state laws, adverse to carriers 
in respect to freight claims, have been already passed in some 
of the southeastern states, and are threatened in other states; 
also that the carriers suffer great delays in making settlements 
between themselves, and are subject to heavy expense in con-
ducting interline claim work. 
Several of the carriers in the southeastern territory receive as 
many as 500 new claims in a day; in some cases more; and 
in the case of one of the carriers there are received about 1,000 
claims a day. The claims filed are continually increasing both 
in number and amount, and in far greater ratio than is war-
ranted by the increase in freight earnings; and this dispropor-
tion is being augmented year by year. 
The intricacies now involved in investigating many of the 
interline claims are numerous and extensive, multiplying the 
complications necessary to be considered before disposition of 
the case can be made. 
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It is estimated that more than 70% of the new claims filed 
in the southeastern territory are interline claims; that 75% 
of these interline claims are wholly settled by the carriers with-
in the southeastern territory; that interline claims involve an 
average of three carriers; that it takes from two to three times 
as much work to settle an interline claim as to settle a local 
claim, and from two to ten times as long a period of time; and 
that an average of only about two-thirds of the interline claims 
against all the carriers in the southeastern territory are dis-
posed of within six months from the time they are filed, the 
remaining one-third consuming a much longer time. Many 
of the claims are in process of investigation for two or three 
years, and some of them drag on still longer. 
Among the causes for these delays may be mentioned the 
following: 
(a) The cumbersome practice of sending all the claim papers 
to all the carriers interested; first to one carrier, then to another 
carrier, and so on, and finally back, usually through the same 
channel, to the carrier with which the claim originated; and 
that not once only, but in many cases several times. 
(6) A general evading of responsibility for participation in 
claims, together with inefficient handling. Sometimes the most 
trivial excuses are offered as objections, and not infrequently 
these excuses are wholly groundless and not to the point. In 
many cases all original claim papers are lost, necessitating 
laborious attempts at duplication. 
(c) The unbusiness-like principle involved in one carrier's 
having to obtain another carrier's permission to make a dis-
tribution and charge already determined through the inves-
tigation. 
Contributory to these causes may also be mentioned imper-
fect records and reports of "over, short, and damage" and of 
"exceptions" made at terminal, junction, and transfer points; 
incomplete files of rates and divisions; and insufficient inter-
line billing. 
The interests of the carriers in interline claims are mutual 
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in all respects; the action of one is the concern of all; the 
settling carrier is but the agent. 
Some of the prerequisites to enabling the carriers to overcome 
the present objectionable conditions successfully, and to handle 
interline claims with reasonable dispatch, must embrace, with 
others, the following radical changes: 
(a) There should be absolute good faith between the carriers, 
such as now exists in the interline freight and interline ticket 
settlements. 
(b) There must be an immediate investigation of each inter-
line claim simultaneously, locally, and among all the carriers 
in interest, without sending the original papers out of the office 
of the carrier settling the claim. The investigation between the 
carriers should be merely for the purpose of establishing the 
condition—what might be called the physical condition of the 
claim—and should not involve the question of the distribution. 
(c) When the investigation has been made, and the claimant 
settled with, the distribution between the carriers of the amount 
of the claim should be made by the carrier making the settle-
ment with the claimant. 
There is submitted herewith an outline of a proposed plan 
for handling interline claims, marked Exhibit " A , " together 
with five additional exhibits, marked " B " to " F , " and comments 
thereon, as follows: 
EXHIBITS 
" A " OUTLINE OF PROPOSED PLAN FOR HANDLING INTER-
L I N E FREIGHT CLAIMS (Page 2 0 9 ) . 
" B " OUTLINE OF PRESENT METHODS OF SOME OF THE 
CARRIERS REPRESENTED AT T H E MEETING HELD 
OCTOBER 28, 1 9 0 4 (Page 2 1 3 ) . 
" C " BRIEFS OF CERTAIN CLAIMS REVIEWED I N T H E OFFICES 
OF SOME OF T H E CARRIERS, AND NOTES ON CLAIMS 
(Page 2 2 6 ) . 
" D " STATISTICS RELATING TO CLAIMS RECEIVED DURING 
T H E YEAR ENDED J U N E 3 0 , 1 9 0 4 , BY EIGHT OF T H E 
CARRIERS (Page 2 4 8 ) . 
" E " CLAIMS INVOLVING AMOUNTS OF $1 AND UNDER, $2.50 
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AND UNDER, $5 AND UNDER, AND $10 AND UNDER 
(Page 251). 
" F " NAMES OF CARREERS I N T H E SOUTHEASTERN TERRI-
TORY AND APPROXIMATE MILEAGE AS SHOWN BY 
T H E OFFICIAL GUIDE (Page 252). 
COMMENTS (Page 258). 
The plan proposed will accomplish the following results: 
1. Prompt settlement of interline claims with claimants; 
2. Prompt settlement of interline claims between carriers; 
3. Discontinuance of transmission of voluminous claim 
papers back and forth between the carriers; 
4. Facility for prompt adjustment, through an Arbitration 
Bureau, of differences when they arise between the carriers; 
5. A saving estimated at about 50% of the present cost of 
handling interline claims. The saving will vary according to 
conditions existing in the various offices. In some cases where 
there may not be sufficient help at present, the reduction would 
not be so large. Whatever proportion of saving can be made 
should be partly realized by the end of the first year and fully 
realized by the end of the second year. 
The plan should be made effective at some future date to be 
agreed upon; should be applicable to all claims filed on and 
after that date; but should not be retroactive. 
Consideration has been given to a plan for absorbing all 
amounts paid by the respective carriers without making any 
adjustment between the carriers; also to a plan for the es-
tablishment of a clearing-house; and both plans have been 
rejected as impracticable. In the former, it is found that gen-
erally there is a great difference between the amount involved 
in the claims paid by any one carrier for account of the other 
carriers and the amount paid by the other carriers for account 
of that one carrier. In the latter, it is believed that, under 
present conditions, such an organization would be unwieldy 
because of its size, and therefore difficult, if not impossible, to 
operate efficiently. 
The successful operation of the proposed plan would doubt-
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less result in its adoption by other carriers, and, in a compara-
tively short time, in its general adoption throughout the coun-
try. The greater the number of carriers becoming parties to 
the plan, the better will it be for all concerned. 
Yours truly, 
E . W . SELLS, C . P . A . 
E X H I B I T " A " 
O U T L I N E OF PROPOSED P L A N FOR H A N D L I N G I N T E R L I N E 
F R E I G H T CLAIMS 
Each interline claim, when filed, should be immediate-
ly investigated by the carrier to which presented, and 
should be settled by such carrier with the claimant upon 
its merits—paid, compromised, or declined—irrespective 
of the amount to be distributed against the other carriers 
in interest. So far as practicable, claims should be pre-
sented to and settled by the delivering carriers. 
There should be retained in the office of the carrier mak-
ing the settlement the necessary and usual claim papers, 
such as the bill of lading, freight bill, and other original 
papers. 
Immediately upon the receipt of the claim, a brief, or 
"base," as it is usually called, should be made of the prin-
cipal facts as shown by the bill of lading, the freight bill, 
and other original papers. This basis should be made on 
a form, or blank, specially prepared for the purpose, hav-
ing in the upper part conveniently arranged spaces for fill-
ing in the principal facts, and in the lower part, space for 
the necessary inquiries and responses. Different forms 
may be used advantageously for overcharge and loss and 
damage cases. In order to facilitate the clerical work, 
there should be made at one writing, by the use of carbons, 
as many copies of the base as may be needed for the pur-
pose of sending one to each of the carriers in interest and 
for the local investigation. These copies, containing such 
inquiry as is directly pertinent to the question involved, 
should be sent simultaneously to all the carriers in interest. 
The base must be handled promptly by these carriers and 
returned to the carrier making the inquiry, with such full 
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reply as will afford to the settling carrier the greatest facil-
ity in dealing with the claimant. This will enable the set-
tling carrier to have promptly, in connection with the 
original papers, all the facts which it has been possible to 
ascertain in regard to the condition of the claim. 
The amount of each claim should be distributed by the 
carrier making the settlement, against the carrier or car-
riers interested in the claim: in a case of overcharge, where 
the overcharge occurs; in a case of loss or damage, where 
the responsibility for the loss or damage is located. When 
the investigation fails to locate the overcharge or the 
responsibility for the loss or damage, the amount of the 
claim should be distributed against the carriers in interest 
upon the basis of the revenue or the mileage, according to 
the rules of the Freight Claim Association. Claims for 
amounts under such amount as shall be fixed as the mini-
mum should be absorbed by the delivering carrier and not 
distributed against the other carrier or carriers in interest. 
A notice, showing the amount of the distribution, filled 
in on a suitable form prepared for the purpose, should be 
sent by the settling carrier to the respective carrier or 
carriers in interest, as soon as the distribution is made. 
Each carrier receiving such notice of distribution should 
send an acceptance to the carrier making the settlement; 
and such acceptance will be authority for a draft. In case 
an evidently erroneous notice of distribution is sent, it 
may be returned rejected, with the error clearly indicated. 
The acceptance or rejection should be made within 15 
days. 
Settlement between carriers should be made as fre-
quently as once a month. The carrier sending the notice 
of distribution should also send a statement to each car-
rier, recapitulating the accepted notices sent during any 
given period, and within 30 days after the close of the 
period during which the notices have been sent, and should 
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make drafts on the respective carriers for the amounts 
shown by the statements. 
Upon the completion of the investigation, all the papers 
in each claim should be filed by the carrier making the 
settlement with the claimant, without being sent to the 
other carrier or carriers in interest, except as hereafter 
provided in the plan, and should be kept at least three 
years in files convenient for ready reference. 
When a question shall arise as to the justice or pro-
priety of a distribution made by the settling carrier, the 
objecting carrier may ask for the claim papers, or, if pre-
ferred, may have access to the files of interline claims in 
the settling carrier's office. The papers are not to be thus 
demanded or examined unless there is some apparent evi-
dence of a wrong distribution, or of something unusual in 
the case, or unless a considerable amount is involved; 
the purpose of this caution being to avoid undue attention 
to trivial matters. When the papers are withdrawn from 
the files of the carrier making the settlement, they should 
be returned within 15 days. When more than one carrier 
has asked for the papers, they should be furnished in the 
order in which the requests are received. 
There should be an Arbitration Bureau established by 
the carriers adopting this plan, organized for the purpose 
of settling questions that may arise between the carriers 
in interest respecting the distribution of interline claims. 
When the carrier settling a claim is in doubt about the 
distribution to be made against the carrier or carriers in 
interest, the claim may be referred to the Arbitration Bu-
reau, before the distribution against the carrier or car-
riers in interest is made, for a ruling; and such ruling shall 
be final. 
When a question shall arise between the carriers in in-
terest regarding a claim that has been paid and included 
in a statement upon which a settlement has been made, the 
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objecting carrier may have the claim papers referred to 
the Arbitration Bureau for a ruling upon the distribution; 
and such ruling shall be final. 
If an objecting carrier shall obtain a favorable decision 
from the Arbitrator on a claim referred, the amount in-
volved should be distributed in accordance therewith and 
included in the next statement of settlement. 
Any claim referred for arbitration should be sent to the 
Bureau within three months of the date of the statement 
of settlement in which included. 
The expense of maintaining the Arbitration Bureau 
should be apportioned between the carriers in interest in 
the ratio of their published gross freight earnings. A 
working fund should be provided for the Arbitration Bu-
reau. 
A fee should be charged for arbitrating each claim; 
say of $5 each for claims of $50 or under, and $10 each for 
claims of over $50. The fee for the arbitration should 
be paid by the carrier against which the decision is made. 
A fee of, say, $2.50 for each claim should be charged 
against the carrier applying to the Arbitration Bureau 
for a ruling before distribution. The amounts so charged 
should, when collected, be deducted from the expense of 
the Bureau which is to be apportioned between the car-
riers. 
When a claim involves a carrier or carriers not having 
adopted this plan, the carrier making the settlement will, 
of course, be obliged to proceed in the same cumbersome 
manner as at present with such carrier or carriers; but 
this need not interfere with the method of procedure in 
the local investigation, nor in that with the carrier or car-
riers adopting this plan. 
E X H I B I T " B " 
O U T L I N E OF P R E S E N T METHODS OF SOME OF T H E CARRIERS 
REPRESENTED AT T H E M E E T I N G H E L D OCTOBER 28, 
1904, AS REPORTED B Y T H E M RESPECTIVELY 
ATLANTIC COAST L I N E RAILROAD COMPANY 
When a new claim reaches this office it goes first to the Claim 
Entry Desk, where a proper record of the claim is made in the 
Claim Entry book and the claim given a number. It is then 
passed to the Overcharge or Loss and Damage investigators, 
according to the nature of the claim. The investigator stamps 
his individual number on it so as to insure rehandling it when 
returned to this office. 
All claims local to his company are charged off to Loss and 
Damage Account in cases of claims of loss and damage, or are 
charged to Freight Earnings in cases of overcharge. When said 
claims are ready to be paid the investigator attaches a form 
slip to papers, authorizing the payment and showing whether 
the entire amount is to be charged to the Atlantic Coast Line 
or charged back to the freight claim agent when connecting 
lines are involved. The papers are sent to the Atlantic Coast 
Line agent at point where claim was filed, who, after pay-
ment, lists the claim with the auditor of freight receipts for his 
credit, and the auditor of freight receipts then charges the 
amount in accordance with the form attached by us, above 
referred to. 
Regarding claims filed against foreign lines, in which we are 
interested: as soon as our liability is discovered, we attach 
to papers a draft authority for the proper amount, which ac-
companies papers back to the original line, which detaches the 
draft authority and collects through the auditing department. 
We make a carbon copy of every endorsement we attach to a 
claim, which carbon copy is filed with what we term our "base 
file" relating to the claim in question. 
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CHICAGO AND EASTERN ILLINOIS RAILROAD COMPANY 
We have but two ( 2 ) forms for the presentation of claims 
through our agents. 
Form 4 2 4 is a blank for transmission of claim by agents 
to this office and is convenient, as it not only provides spaces for 
way-bill reference and full particulars of billing, but also gives 
instructions on the back thereof, which, if complied with, avoids 
return of papers to the agent, which was almost invariably nec-
essary before this blank was adopted. 
Form 4 2 3 is for agent's relief, and instructions contained 
thereon are self-explanatory. 
It is our practice to immediately voucher claims for over-
charge in rate properly supported, when billing has been veri-
fied by the auditor and provided also that rate claimed is 
based on published tariff. If a foreign line is interested, the 
amount is carried in suspense until such time as proper author-
ity is secured to debit the line or lines involved, when the 
auditor is requested to relieve Suspense Account and collect 
according to authorities obtained. Overcharges in weight or 
claims arising by reason of erroneous routing or other complica-
tion, are taken up with connecting lines and fully investigated 
before voucher is drawn. 
Loss and damage claims, if the liability of the carriers is 
fully established when presented, are also immediately vouch-
ered and if a foreign line is interested, carried in suspense until 
proper authority of connections is secured. Original freight 
bills of foreign lines frequently show exceptions as to condi-
tion or check of the property at time of delivery in the hand-
writing of agent or party making out freight bill, and this, by 
us, is considered prima facie evidence that the carriers are re-
sponsible for the loss or damage. Such claims are adjusted 
immediately, as well as claims in which we are the delivering 
line and already have report on file showing check or condi-
tion at time of delivery. 
The proportion of our loss and damage claims adjusted prior 
to investigation, with us is necessarily limited as we have so 
many claims presented here by shippers on consignments des-
tined to points on foreign lines, far removed, which require 
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the handling of papers through each connection in order to 
follow up billing reference at each junction point and finally 
locate record at time of delivery. The universal adoption of 
through billing would eradicate many of our troubles on claims 
of this character as we would often be in a position to determine 
our liability, to the claimant, by one reference of papers to 
agent at destination, whereas under our present system, we 
must wait several months and sometimes a year or more before 
adjustment can be made, particularly if there are several lines 
in interest. Through billing would also eliminate entirely many 
claims which arise now from errors that occur at transfer points 
in rebilling the consignee's name and address, car number, 
initials or other particulars that must be given correctly to 
the delivery agent and result in loss or overcharge to the owner. 
Vouchers for loss and damage, grain-doors, car-service and 
storage are referred to the general superintendent for approval. 
Vouchers for overcharge on coal are all referred to the coal 
traffic manager. Vouchers for all other overcharge claims go 
to the general freight department for approval, as well as claims 
for switching, drayage, milling in transit, and so on. As soon 
as the voucher has been approved by the proper department in 
accordance with the above, it is returned with all papers to 
the freight claim department, where the voucher is copied and 
duly numbered and referred, in turn, to the auditor who certi-
fies that same has been examined and found correct; also that 
it has been duly registered in the auditor's office. The voucher 
is then approved for payment by the vice-president and re-
turned to the auditor's office, the papers being filed with the 
voucher stub in the audit department and the voucher sent to 
the cashier for necessary record and payment. When a foreign 
road is interested, papers are forwarded with bill. 
GEORGIA RAILROAD 
When a claim is presented to an agent of the Georgia Rail-
road, the agent attaches the necessary papers and forwards 
same to the general freight agent's office. The claim is then 
entered on the claim register, a brief taken, and the papers 
are referred to the auditor, who checks the billing and records 
the claim number on his office copy of the way-bill. The papers 
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are returned by the auditor to the general freight agent's office 
with information as to the correctness of the copy of billing 
accompanying the claim, and whether any previous claim num-
ber is recorded against that particular way-bill. If the claim 
is one for overcharge it is then verified, and if correct is vouch-
ered. If the Georgia Railroad alone is interested the voucher 
will show that the entire amount of the overcharge is to be 
charged to the Georgia Railroad and the claim is sent to the 
agent to whom it was presented, for payment. When paid he 
forwards the papers for relief to the auditor, who gives him the 
necessary credit and charges the amount of the claim to the 
proper account. If other lines are involved, the distribution of 
the overcharge is shown on the voucher, and the papers take 
the same course as above described, up to the point where the 
claim is received by the auditor. He charges the claim to the 
General Freight Agent's Suspense Account after giving the 
agent the necessary credit, and the claim is then handled by the 
general freight agent with other lines interested, and when au-
thority is obtained from connections for their proportions, the 
claim is charged back to the auditor, on a form accompanied 
by a slip showing distribution of the amount of the various 
lines as shown by their "Claim Authority Form" similar to one 
used by the Georgia Railroad. 
The same plan of settlement is pursued in the case of loss 
and damage claims. 
LOUISVILLE & NASHVILLE RAILROAD COMPANY 
We divide our new claims, when received, into different series, 
indicating whether they are north- or south-bound overcharge, 
whether loss or damage, whether filed direct against the Louis-
ville & Nashville or received through connections, whether paid 
claims or whether for relief of agents. These series are indi-
cated by letters. When claim papers reach the office they are 
given a number and registered, and referred to the auditor for 
billing and check against his audited records; when the papers 
are returned the claim is ready for investigation. If the claim 
is for overcharge, and the shipment is one which has moved 
between points on the Louisville & Nashville Road, we check 
the claim in all particulars, and if it is found to be correct, 
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voucher is prepared at once and payment is made through our 
agent located at the point at which the claim was filed, or 
through the treasurer's office, whichever is most convenient. 
If the claim is one in which a connecting line is interested 
it is necessary to ascertain the basis of settlement at the junc-
tion point, through the office of the agent at the junction point, 
as well as the auditor's office. When returned with information 
as to settlement with connecting line, statement is made up 
showing the correct through rate and divisions which should 
have been applied and the amount of overcharge due by each 
line. The papers are then sent to the freight claim agent or 
other proper representative of connecting line for authority to 
adjust. 
Overcharge claims filed against connections and sent to us 
for investigation are also sent to the auditor for check and 
verification of junction settlement. When returned by the audi-
tor with advice as to the basis of settlement at the junction, 
the rates and divisions are verified and if found that we have 
overcharged, connecting lines are authorized to charge us with 
the proportion due from this company. 
Where the Louisville & Nashville is an intermediate line 
in the handling of any freight, claims for overcharge are sent 
to the other interested lines for investigation by them before 
authority is given by the Louisville & Nashville for settlement; 
as soon as such connections return papers with proper authority, 
we verify the rates and divisions, attaching authority to cover 
the proportion due by the Louisville & Nashville and return 
papers to the connection from which originally received. 
Loss and damage claims received from connecting lines, as 
well as our own loss and damage claims, are handled in the 
same way, for the reason it is necessary to obtain the billing 
from the agent before being sent to the auditor's office for his 
check and verification of the record, and endorsement made 
thereon to the effect that claim has been presented, in order to 
prevent duplication; and, in addition, it is necessary to make 
investigation through the division superintendents and others 
to ascertain whether or not the amount of the claim, or any part 
of it, is due by the Louisville & Nashville Railroad. 
In handling loss and damage claims for $10 and less, they 
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are now settled by most of the lines south of the Ohio River 
without investigation to locate responsibility. Of course, 
proper distribution is made later. We have occasion to send 
such claims to the agent or division office in order to call at-
tention to the manner in which the shipment was handled. That 
is to say, claims for the amount named, or less, are settled 
without delay and the adjustment of same is made later; but the 
same amount of work is performed on claims of this character 
that is performed on claims for larger amounts. 
NASHVILLE, CHATTANOOGA & ST. LOUIS RAILWAY COMPANY 
In our method of handling claims they are divided into three 
classes; namely, those filed with us by claimant, which we 
term "Local," those received from other carriers, termed "For-
eign," and those paid through agents and remitted as "Cash," 
termed "Suspense." Each of the three classes of claims is 
recorded and handled under a separate series of numbers. 
On receipt of the claims they are classified as above, recorded, 
numbered, and checked against the auditor's record of billing, 
when they are apportioned among the investigators for atten-
tion, the assignment of work to the individual being effected 
with a view of making each investigator a specialist on certain 
classes of claims. For instance, one investigator handles all 
north-bound lumber claims; another, south-bound C D & F, 
and so on. 
In addition to the book record showing name of claimant, 
amount and nature of claim, we keep a file consisting of copies 
of all communications, billing, and so forth, on the base, ar-
ranged numerically in standard file boxes. 
The investigator handles each claim as circumstances may 
require. Overcharge claims presented against this line, if found 
correct, are vouchered at once, and if other carriers are inter-
ested the proportion which may be due from them is charged 
to "Suspense" to be collected after settlement has been made 
with claimants. Legitimate loss and damage claims are also 
vouchered, with divisions in "Suspense," where the circum-
stances warrant such action, though the great majority of such 
claims are investigated by all lines in interest before payment 
is made. 
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Any claims received from other carriers are given immediate 
attention with view of authorizing drafts against this company 
for such amount as may be due under the rules and facts or 
passed on to the next line in interest. 
"Suspense" claims—those paid by local agents on presenta-
tion—are inspected, and when the loss and damage or over-
charge, as the case may be, is located with this company they 
are charged off to the proper account. When it appears that 
other carriers are interested the papers are submitted to them 
for authority, and so forth. 
Under agreement with certain of our connections, we may 
pay and charge to them direct the proportion due from them on 
any claims for loss and damage for $ 1 0 and less, without papers 
other than statement showing claimant, amount, distribution 
thereof, and way-bill reference. Also we may pay and charge 
to them direct their proportion of any overcharge claims, sup-
porting the debit with statement showing how the overcharge 
is determined, full tariff authority, and reference to billing. 
Errors are subject to correction by recharge before the month-
ly settlement which is made by draft on agreed date of the 
succeeding month; after which by special authority. 
With certain immediate connections, we have agreements 
under which we may bill on them for any overcharges paid for 
their account without previous reference of papers. Errors are 
subject to correction by recharge and bill subject to draft on 
agreed date of succeeding month. 
NORFOLK & WESTERN RAILWAY COMPANY 
The overcharge claims are directly under the supervision of 
the auditor of receipts, and checking the claims against the rec-
ords is handled directly by the claim force, as there would be 
no object in sending these papers from the claim room to be 
checked up by another force of men in the way-bill or record-
ing departments proper; furthermore, the auditing department 
starts the overcharge claims and carries them through to a fin-
ish, and does the vouchering, the paying, and the rendering of 
bills for collection against connecting lines for proportions due 
by them, so that the cost, it is believed, presented on the state-
ment is actually nearer the true cost than many other roads 
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figure it. A considerable portion of the freight claim agent's 
office force is engaged in tracing and locating "overs" and 
"shorts," a great portion of which items may never reach 
voucher shape; nevertheless, it is considered that a proportion 
of this work is incident to the handling of claims. 
SAINT L O U I S & S A N FRANCISCO RAILROAD C O M P A N Y 
It is rather difficult to outline briefly our method of handling 
claims. We practically pay at once in the neighborhood of 50% 
of our claims, throwing the items in suspense account. All 
local claims, where other lines are not interested, of $5 and 
under, are paid immediately upon presentation. In fact, our 
claim department today is issuing vouchers covering claims 
presented five days ago. We could dispose of a greater number 
of claims immediately if it were not for the delay experienced 
in securing return of such claim papers from connecting lines 
with authority. We refer a claim to our next connection; they 
in turn refer it to their connection, and I believe in some in-
stances we incur more expense for telegraphing, postage, and 
so forth, than the claim proper amounts to. 
SEABOARD A I R L I N E R A I L W A Y 
All claims received in this office are promptly recorded and 
a card sent to each claimant acknowledging claims sent direct 
to this company, and a card sent to connecting lines acknowl-
edging claims received through that source. These cards show 
the number under which the claim had been recorded in this 
office in order to facilitate subsequent correspondence. 
Our book record of claims shows the date received, claim 
number, claimant's name, nature of claim, and amount. When 
the claim is finally adjusted by voucher, or by authority, or is 
declined, or withdrawn, this disposition is recorded in the rec-
ord book. When a claim has been recorded we make what we 
term a base, which gives a more full description of the claim 
than is shown in the record book. These bases are filed in 
boxes, one hundred to a box, and a carbon copy of each en-
dorsement made by us in connection with this claim is fastened 
to this base. 
We keep an alphabetical index of claimants' names and op-
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posite the name we show the number of each claim recorded in 
favor of that party. In this way we are able to locate all the 
claims presented by such party for a given period. The record 
book will show which of these claims are still unadjusted and by 
referring to the base we find the present whereabouts of the 
claim and what correspondence has been conducted regarding 
its adjustment. 
Claims, after being recorded, are distributed among investi-
gators; the overcharge claims being divided according to terri-
tories and gateways, and according to commodities. Loss and 
damage claims are divided according to their amounts and im-
portance. 
In paying claims after investigation we make vouchers in 
favor of claimants, or agents, covering claims presented direct 
to us; these might be termed cash vouchers as they in each 
instance become a sight draft on our treasurer when properly 
receipted by payee. In paying our proportion of claims sent us 
by other lines we issue a draft authority for our proportion of 
the claim. 
Claims paid by our agents are remitted to the comptroller 
on the first and fifteenth of each month, the agent immediately 
receiving credit for the total of his list, and the total of these 
claims is charged to our Claims Suspense Account, all papers 
being turned over to this office for further handling. These 
claims are recorded in detail in our suspense record book. 
A journal is kept in this office showing all details of entries 
to various accounts made by this department and this journal 
is posted each month to the comptroller's ledger. 
All authorities from other lines are collected by this office 
and remittances for same are turned over to our treasurer to 
credit Claims Receivable Account. Vouchers are prepared in 
this office in favor of other lines in settlement of claim accounts 
rendered against this company. 
From the above information it will be seen that we are han-
dling considerable accounting work, which is not done by 
claim departments of most companies. We keep in this office 
accounts with 283 roads, which relieves the comptroller's office 
of all details in connection with interline claim accounts. 
In connection with our overcharge work we keep a fairly com-
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plete file of rates and divisions i n order that so far as possible 
overcharge claims can be adjusted by us without reference to 
the traffic department. 
There is a considerable amount of work handled i n this office 
outside of the actual investigation of claims. D u r i n g the period 
i n question we recorded 5,908 telegraphic tracers, 1,040 re-
consignment files, 1,388 disposition files, 8,834 m a i l tracers, 
10,563 exceptions, 98 wreck files, 50 fire files, and 745 general 
correspondence files. W e made and recorded 4,138 vouchers, 
and 8,804 authorities, and recorded i n our suspense record 
29,988 claims. 
SOUTHERN RAILWAY COMPANY 
Freight claims for overcharges and for losses and damages 
are presented by claimants in the majority of cases to the local 
agent, and i n other cases direct to the freight c la im agent. 
I f a c la im be presented to the agent, sufficient data, such 
as copy of way-bi l l , original expense b i l l and b i l l of lading, and 
copy of exception report (if i t be for loss or damage), and such 
other information as may be pertinent or of consequence, is 
accumulated b y the local agent. 
I f the c laim be for overcharge, and the agent is able to recon-
cile the amount of overcharge claimed or the rate specified 
i n the b i l l of lading upon which the c la im is made w i t h prevail-
ing tariffs or rates, the overcharge is, on receipt of the claim 
by the agent, refunded b y h i m . Receipt of the claimant is 
taken for such refund. 
If the claim is for an ordinary loss or damage, not exceeding 
i n amount $50, and the agent holds authority of the auditor 
to pay such c la im, after ful ly establishing the va l id i ty of the 
amount claimed by personally inspecting both goods and in-
voices, the c laim is pa id . T h e original invoice is attached to 
the c la im papers. A c la im thus paid by a local agent is re-
mitted to the auditor of station accounts as a credit to his ac-
count. O n receipt i t is examined as to correctness, the agent 
credited, and "Suspended C l a i m Account" charged. T h e claim 
is then passed to the freight c la im agent for investigation as to 
l iab i l i ty . 
I f i t be found that the l iab i l i ty is wi th the Southern Rai lway, 
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the amount of the claim is charged to "Loss and Damage" or 
"Freight Revenue," as the case may be, and applied to the 
credit of the "Suspended Claim Account." 
Claims filed with agents, which cannot be paid on presenta-
tion, are with the necessary supporting papers sent to the 
freight claim agent for investigation. 
Claims filed directly with the freight claim agent are on re-
ceipt, after being recorded, numbered, and the claimant ad-
vised as to the claim number, thoroughly examined by the 
freight claim agent and if liability is found beyond all question 
it is the usual practice for the freight claim agent at that time 
to issue voucher for the payment of the claim. 
If the validity of the claim cannot be at that time established 
by the freight claim agent, it is placed in course of investiga-
tion. 
Claims paid on presentation to the freight claim agent, if the 
liability be with the Southern Railway, are charged to "Loss 
and Damage" or "Freight Earnings" as the case may be. 
If the liability be apparent, but not fixed, the amount of the 
claim is charged to "Suspense" where it is held until the claim 
is finally investigated. 
The investigation of claims in order to establish both the 
liability to the claimant and the liability of other carriers is 
tedious, prolonged, and under present conditions, unsatis-
factory. 
It frequently occurs that claims for investigation sent to 
agents, especially those at points of junction with other carriers, 
to establish the delivery to or receipt from such carriers are 
seriously delayed. 
On the other hand, it frequently occurs that such claims are 
returned to the freight claim agent with improper or insuffi-
cient information, thus further delaying the investigation and 
causing additional handling of the claim. 
This is one of the troubles to which a large percentage of the 
delays in the adjustment of claims, and incidentally complaints 
of claimants, is chargeable. 
If a claim be for an interline shipment, after accumulating 
all the data necessary from agents and officials of this company, 
the claim is sent to the freight claim agent of the next connect-
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ing carrier and is by him passed through a similar channel of 
investigation as that used by the freight claim agent of this 
company. After completing his investigation, if a third or 
fourth line be interested, the claim is similarly passed on up 
the line to the freight claim agent of the last interested carrier 
in line. 
It frequently happens that after going through this process, 
the claim is returned to the freight claim agent of this company 
and it is found that information needed for the adjustment of 
the claim is lacking. The claim is again started on its return 
journey, thereby causing serious and continued delays. 
As the liability of each line is determined an authority for its 
proportion of the liability, usually in favor of the paying or 
initial line, is attached to the claim, and when completed the 
initial line has in its possession authorities to charge other lines 
with their respective proportions of the amount claimed. 
When thus completed a voucher is issued by the freight 
claim agent in favor of the claimant—if the claim has not been 
previously paid—to whom payment is made. Vouchers thus 
made are charged to other interested lines on the authorities 
issued by them. 
Freight claims originating with other carriers in which the 
Southern Railway is interested are sent to the freight claim 
agent of the Southern Railway and are investigated by him in 
a similar manner. If investigation made by the freight claim 
agent develops liability with this company, an authority to 
charge it with such liability is attached to the claim. 
When issued by the freight claim agent, such authority is re-
corded by the auditor as a current liability to the debit of 
"Loss and Damage" or "Freight Revenue," as the case may be. 
The papers are then returned to the carrier from whom re-
ceived, and after the investigation has been completed and the 
claim paid, the Southern Railway is charged by the paying line 
with the amount of its authority. 
The many intricacies in the handling of freight claims make 
it almost impossible to intelligently outline a thorough descrip-
tion of the methods followed in the investigation and handling 
of freight claims. The foregoing is a brief outline of the chan-
nels through which freight claims are passed. 
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The main delay now existing in the investigation of freight 
claims is due to delays in getting prompt returns of claims from 
local agents, insufficient information given by agents and freight 
claim agents, and the numerous times necessary to handle an 
interline claim during its investigation. Each claim is handled 
while under investigation an average of five times. 
E X H I B I T " C " 
B R I E F S O F C E R T A I N C L A I M S R E V I E W E D I N T H E O F F I C E S O F 
S O M E O F T H E C A R R I E R S , A N D N O T E S O N C L A I M S 
F I R S T C A S E 
Claims for $23 loss on flour shipped from a point in 
Tennessee to a point in North Carolina, via three carriers, 
A , B, and C. Filed April 28, 1902, with agent at destina-
tion, and sent by him to the claim agent of C. 
The shipment was made in March, 1902, and the agent 
at destination made a report that there were 10 barrels 
of flour short. This report was attached to the claim 
papers. 
The claim was sent by the claim agent of C to the agent 
at the junction point, for report of the shipment and con-
dition passing that station. 
It was returned to the claim agent of C on May 5, with 
a report that the shipment passed under through seals. 
The claim agent of C then sent it to the agent at desti-
nation, asking for copy of original way-bill, which was 
attached and returned on May 9. 
The claim agent of C then sent it to a transfer point, re-
questing report showing correct loading and forwarding. 
The agent at the transfer point returned it on May 17, 
with an exception report showing 10 barrels of flour 
checked short. 
The claim agent of C sent it on May 22 to the claim 
agent of B, asking him to investigate and advise settle-
ment. 
The claim agent of B sent it to the second terminal agent 
on May 24, asking for advice as to how the shipment 
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checked in passing; and the agent at the terminal of 
B returned it to the claim agent of B on May 27, with 
a copy of the exception record showing 10 barrels of flour 
short. 
The claim agent of B then sent it to the agent at the 
first terminal of B, requesting copy of billing. This was 
attached, and claim was returned to the claim agent of B 
on June 2. 
The claim agent of B then sent it on June 4 to the claim 
agent of A, to note and advise settlement. The claim 
agent of A obtained the usual check in the auditor's office 
and sent it to the terminal agent of A on June 12 to ad-
vise. 
The terminal agent of A returned it on July 21, stating 
that "there was no excess here," and to note that the way-
bill had been corrected to read 10-96 (meaning 10 sacks 
of 96 pounds each). (There was a note on the claim that 
the original bill of lading had 10 barrels of flour, whereas 
10 sacks of flour were shipped). 
The claim agent of A then sent it to the claim agent of 
B on July 23, to note and have matter submitted to their 
agent at destination. 
This was done on July 28, with request to advise, and 
it came back from the agent at destination on July 29 
to the claim agent of B, with a copy of the exception at-
tached showing that 10 sacks of flour were over and the 
statement that the flour had been turned over to a rep-
resentative of B in accordance with instructions for dis-
position. 
The claim agent of B then sent it to the representative 
who had sold the flour on July 30, to note the account 
sales and return, and it came back to the claim agent of 
B with the statement that 10 sacks of 92 pounds each had 
been sold on May 20 for $13.50. 
The claim agent of B sent it on July 31 to his terminal 
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agent asking why the over report showed 96-pound sacks 
when the report of sales showed 92-pound sacks. 
The agent returned it to the claim agent of B on Au-
gust 1, stating that they were 96-pound sacks, and the 
claim agent of B sent it on August 4 to the representative 
who had made the sale to advise specifically whether they 
were 92-pound or 96-pound sacks. 
The representative of B returned it on August 6, stating 
that his record showed that they were 92-pound sacks. 
Then the claim agent of B sent it again to the terminal 
agent of B on September 24, to note the endorsement and 
advise further. 
It came back to the claim agent of B from the agent on 
September 26, with the statement that the flour was in 
96-pound sacks, as was shown on the purchaser's record. 
The claim agent of B sent it again, on October 1, to 
the representative who had made the sale, to note the en-
dorsement of the agent and advise further. 
The representative of B sent it back on October 10 to 
the claim agent of B, saying that he could not state speci-
fically whether or not the flour was in 92-pound or 96-
pound sacks, but that the bill stated 92 pounds, which 
also showed that the flour should have been sold by the 
barrel, and that therefore the weight of the sacks would 
make no difference. 
The claim agent of B sent it on October 16 to the claim 
agent of A, advising that this flour came in a car under A's 
seal and checked over and was sold for $13.50, and be-
cause A's agent had knowledge of this fact and did not 
advise, B expected A to take care of the deficit. 
The claim agent of A sent it on October 20 to the point 
of origin, to note that the trouble was caused by the ship-
per billing 10 barrels and loading 10 sacks, and requesting 
that collection be made from the shipper. 
The agent returned it to the claim agent of A on October 
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24, stating that he could not agree that the shipper should 
make good the difference, that a correction was issued 
three days after the shipment moved, and that it appeared 
that the fault was clearly with B in handling the correc-
tion. 
The claim agent of A then sent it to the claim agent of 
B on October 29, to note copy of correction issued by the 
agent showing that the agent at the terminal of B must 
have had information to enable him to handle the ship-
ment. 
The claim agent of B sent it to the second terminal 
agent on November 6 to note correction and advise dis-
position. 
The agent returned it on November 7 to the claim agent 
of B, stating that the correction issued was not handled 
by him and that the billing of C was not taken into his ac-
count. 
The claim agent of B then sent it back to the agent 
at the first terminal on November 10, to note and advise, 
and the agent returned it to the claim agent of B on No-
vember 11, stating that this correction was reissued by 
him on March 8, five days after it was issued at the point 
of origin, and that the agent at point of origin was at 
fault in not notifying the agent at the other terminal of 
B of the fact that the flour was over. 
The claim agent of B then sent it to the claim agent of 
A on November 26, stating that the correction was han-
dled with reasonable promptness and that the trouble oc-
curred with the shipper, also with the agent at the point of 
origin in not notifying the agent at the terminal of B, 
and under the circumstances the deficit should be borne 
by the shipper or by A. 
The claim agent of A then sent it to the agent at the 
point of origin on November 28, to note and advise, and 
the agent returned it to the claim agent of A on December 
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11, stating that as soon as the discrepancy was discovered 
a correction was issued and that a wire had been sent to 
the agent at the terminal relative to the error; also that he 
issued the correction on March 3, which was reissued by 
the agent of B on March 8, and that the consignees had 
filed the claim on April 25, one month and 17 days after 
the correction was issued. Under these circumstances he 
could not see why the shipper should make good the deficit 
caused by the connecting line's error. 
The claim agent of A then sent it back to the claim 
agent of B on December 4, to note that the shippers took 
prompt action, and that in his opinion they should not be 
called on to sustain the loss. Suggested that the way to 
adjust the claim was for all lines to pay their revenue pro-
portion. 
The claim agent of B sent it to the claim agent of C on 
December 15, to note and advise if settlement suggested 
by A was satisfactory. 
The claim agent of C returned it to the claim agent of 
B on December 29, stating that as the shipment was never 
delivered to C he could not authorize for any part of the 
claim. 
The claim agent of B then sent it to the claim agent of A 
on March 3, 1903, to note reply of the claim agent of C. 
The claim agent of A returned it to the claim agent of 
B March 7, with authority for 50% of the loss. 
The claim agent of B then returned it to the claim agent 
of A on March 17, stating that the authority attached 
would not enable C to adjust their claim, and requesting 
an increase. 
The claim agent of A returned it to the claim agent of 
B on March 24, stating that as B seemed to be as much 
at fault as A , the authority of March 7 for 50% of the 
loss should be allowed to stand as rendered. 
The claim agent of B then returned it to the claim agent 
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of A on May 8, stating that the fault was entirely with A, 
and insisting on authority for the full amount. 
The claim agent of A returned it to the claim agent of 
B on May 14, saying that B contributed to the negligence. 
The claim agent of B sent it back to the claim agent of 
A on May 20, denying that they contributed to the negli-
gence and asking for full authority for the amount of 
the claim. 
The claim agent of A sent it again to the claim agent of 
B on June 18, acknowledging that the original error was 
made by A, and stating that the agent at the point of 
origin discovered the error and issued a correction on 
March 3, 1902, which was not reissued by the agent of 
B until March 8, 1902, and that the claim was not filed 
until a month and 17 days after correction was issued by 
B, and that the delay in handling the correction by B con-
tributed to the error; therefore B should participate. 
The claim agent of B then sent it to the claim agent 
of A (date omitted), stating that the correction was re-
ceived and promptly handled, and insisting on authority 
for the whole amount of the claim. 
The claim agent of A then returned it to the claim agent 
of B on November 25, stating that there was no doubt at 
all that B contributed and that the 50% authorized should 
stand. 
The claim agent of B returned it again to the claim 
agent of A on December 4, requesting authority and stat-
ing that A was liable. 
The claim agent of A sent it to the agent at the point 
of origin on December 9, stating that the shipper seemed 
to be as much in error as A, and requesting that the ship-
per be asked to stand one-half of claim. 
The agent at the point of origin sent it to the claim 
agent of A on December 28, stating that the papers did 
not show that there had been any effort on the part of the 
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second terminal agent of B to move the shipment to desti-
nation after the correction had been handled by the first 
terminal agent of B, and suggesting that before the mat-
ter be taken up with the shipper it should be referred to 
B for investigation. 
The claim agent of A sent it to the claim agent of B 
on December 29, to note and advise. 
The claim agent of B sent it to the agent at the terminal 
on December 31, to note and advise. 
The agent at the terminal returned it to the claim agent 
of B on January 2, 1904, saying that he had not received 
or handled the correction referred to, and that the flour 
was turned over to the representative for disposition on 
April 26, 1902. 
The claim agent of B then sent it to the claim agent 
of A on January 5, to note result of investigation and au-
thorize for the full amount of claim. 
The claim agent of A sent it back to the claim agent of 
B on January 7, stating that the agent at one terminal 
of B received the correction on March 8, 1902, and that 
the agent at the other terminal of B did not handle it at 
all; therefore B contributed to the error and should pay 
one-half. 
The claim agent of B then sent it to the auditor of B 
on January 12 for a report of the original correction. 
The auditor returned it to the claim agent on January 15, 
stating that it was solid billing, and that the agent at the 
first terminal might have mailed the correction ahead to 
the agent at the second terminal. 
The claim agent of B sent it back to the claim agent 
of A on January 22, stating that A was liable and insisting 
on authority for the full amount. 
The claim agent of A sent it back to the agent at the 
point of origin on January 25, to see if the shipper would 
not join in the payment of the claim. 
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The agent at the point of origin returned it to the claim 
agent of A on January 30, 1904, advising that the matter 
had been taken up with the shipper in person without 
success, and with letter attached from the shipper to the 
agent dated January 30, advising that instructions had 
been issued one week after the shipment to correct bill-
ing. The shipper refused to participate in the claim. 
The claim agent of A then sent it back to the agent at 
the point of origin on February 8, to note that he had 
knowledge that the shipper had been one week in effecting 
the change in the billing, and requesting that the shipper 
be asked to pay one-half of the claim. 
The agent returned it to the claim agent of A on Feb-
ruary 16, stating that the fault lay with the agent at the 
terminal of B in not handling the information properly, 
and that he did not believe that the shipper contributed to 
the negligence. 
The claim agent of A sent it to the agent at the point of 
origin on February 19, stating that the shipper delayed a 
week in effecting the change in billing instructions and 
asking that the shipper participate. 
The agent then returned it to the claim agent of A on 
March 8, to note a letter attached from the shipper. The 
shipper wrote to the agent on March 4, stating that the 
shipper was forced to collect the amount by suit from the 
consignee, and that this suit had cost $9.56, which amount 
had been charged to the consignee. The shipper was will-
ing to apply 50% of this claim, or $4.75, in settlement 
with the consignee, if acceptable to him. 
The claim agent of A then sent it back to the claim 
agent of B on March 9 to note, and the claim agent of B 
sent it to the claim agent of C on March 12, to note the 
letter of the claim agent of A and advise. 
The claim agent of C returned it to the claim agent of 
B on March 21, stating that he had nothing whatever to 
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do with the manner in which shippers collected their ac-
counts and insisting on authority for the net proceeds of 
the sale and also for the balance of the claim. 
The claim agent of B then sent it to the claim agent of 
C on March 29, stating that this claim should be settled, 
after explanation of consignee, by payment of the amount, 
less $4.75, which had to be credited to his account by the 
shipper, and admitting no liability on the part of B, B de-
clining to pass authority for part of the claim. 
The claim agent of C sent it to the claim agent of B on 
April 2, stating that the claimant would not accept any-
thing less than the full amount of the claim, and request-
ing authority to be returned, as this matter had been stand-
ing about two years. 
The claim agent of B sent it to the claim agent of C 
on April 5, requesting that he attempt to settle the claim 
as previously suggested. 
The claim agent of C sent it to the agent at destination 
on April 16, to note papers and attempt to have claim re-
duced in accordance with suggestion. 
The agent at destination returned it to the claim agent 
of C on April 27, to note letter of claimant attached. The 
letter of the claimant was addressed to the agent at desti-
nation on April 27, declining to reduce claim 50% of at-
torney's fees. 
The claim agent of C then sent it to the claim agent 
of B on April 2 8, to note that claimant refused to reduce 
the claim, and requesting authority. 
The claim agent of B sent it back to the claim agent of 
A on May 6, to note the correspondence attached from 
the claim agent of C and to pass full authority. 
The claim agent of A sent it to the agent at the point 
of origin on May 9, to note that the arrangement suggested 
by the shipper could not be made, and to please secure 
the shipper's check for the deficit. 
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The agent returned it to the claim agent of A on May 
17, to note reply of shipper, in which it was stated that 
although the shipper had made an error, notice within a 
week to correct was sufficient to have allowed proper cor-
rection. There was a letter attached from the shipper to 
the agent at the point of origin dated May 13, declining 
to bear any part of the loss. 
The claim agent of A then sent it to the agent at the 
point of origin on May 27, stating that A would have to 
assume the claim, but in future an indemnity letter should 
be secured from shippers if they wish to make changes in 
bills of lading, unless such changes are requested within 
24 hours. 
The agent returned it to the claim agent of A on June 3, 
stating that the instructions would be carried out. 
The claim agent of A then sent it to the claim agent of 
B on June 6, stating that they would stand proportion 
on revenue basis, all lines joining, of one-half of claim, the 
other one-half to be individually paid by A. 
The claim agent of B then sent it to the claim agent of 
C on June 15, to note the proposition of A, and stating 
that B did not appear to be interested. 
The claim agent of C returned it to the claim agent of 
B on July 12, stating that they wanted authority for $23 
and that nothing less would do. Unless authority was 
attached the claim would be prepared for arbitration. 
They had too much work to do to be bothered with this 
small matter. 
The claim agent of B then returned it to the claim agent 
of A on July 19, to note result of investigation. 
The claim agent of A sent it to the claim agent of B on 
July 21, with authority to charge A with $9.50, the 
amount of claim less the amount received from the sale 
of shipment. 
The claim agent of B then sent it to the claim agent 
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of C on July 25, with the authority of the connecting lines 
attached, and request to please charge correct. 
It will be noted that settlement was not effected for about 
2 ½ years. There were 109 pieces of paper attached to the 
claim. This claim was filed April 28, 1902. At that time it 
was known that the shipment was short at the destination. An 
inquiry was sent to the connecting lines on May 22. On May 
27 the claim agent of B was advised that 10 barrels were 
checked short at the second terminal. This information was 
sufficient to justify the payment of the claim and was ascer-
tained within five days of the time that the inquiry was sent 
to the claim agent of B. The actual sale of the consignment, 
it having been checked over by B, was made on May 5, 1902, 
and much correspondence followed over the question as to 
whether the sacks weighed 92 or 96 pounds. The facts in re-
gard to the error that occasioned the check of over, the sale 
of the consignment and the shortage at the destination were all 
disclosed within a few days after the papers were sent to the 
carriers in interest. In the meantime the claimant had not 
been paid; the shipper had brought suit againt the consignee 
to recover the value of the flour at an expense in attorney's 
fees of $9.56, which he had charged to the consignee; and B, 
the intermediate carrier, though having no interest, had sold 
the flour and held the proceeds of sale, $13.50, awaiting settle-
ment of the claim. 
The papers passed 24 times back and forth between the claim 
agents of B and A without disclosing any material new evi-
dence. 
In a lot of 10 claims taken at random in which the first case 
was found, there was another case involving $57.50 on a ship-
ment from a point in Massachusetts to a point in Alabama. 
This case had 193 pieces of paper attached and would have 
shown nearly twice as many movements as the case already 
cited, but it was thought to be less applicable to the point at 
issue because a considerable part of the movement was outside 
of the southeastern territory. It should be said, however, in 
this latter case, that practically all the facts necessary for the 
immediate disposition of the claim were disclosed within five 
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days of the first movement to each of the carriers interested. 
The claim was filed in 1 9 0 0 , and still remains unsettled. 
The others in the lot of 10 claims were less striking, but 
disclosed, to a greater or less extent, the present cumbersome 
methods of handling claims. 
S E C O N D C A S E 
Shipments from a point north of the Ohio River outside 
of the southeastern territory to a point in Mississippi, via 
three carriers, A , B, and C. Reference to movements to 
and from agents is omitted to avoid the burden of volumi-
nous detail. 
Claim was filed with the agent of C at destination March 
14, 1903, for $464.75, and sent to the claim agent of C on 
April 12,1903. The shipment had been made in February, 
1903. Investigation and correspondence resulted, after a 
sale of the salvage had been made and credited on the ac-
count, in reducing the claim to $272.11. This amount was 
established on May 3, 1903. The records showed that 
the shipment had gone through without breaking bulk and 
was damaged by moisture. 
The papers were sent by the claim agent of C to the 
claim agent of B on May 11, 1903. 
The claim agent of B made an investigation of the case 
through agents, and sent the papers to the claim agent of 
A on July 27, 1903. 
The claim agent of A made an investigation and re-
turned the papers to the claim agent of B on August 15, 
1903, declined. 
The claim agent of B sent the papers to the claim agent 
of C August 19, declining participation. 
The claim agent of C again returned the papers to B 
on August 24, showing that the damage resulted from 
moisture en route that could not be located, and again re-
questing participation. 
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Then the claim agent of B sent the papers to the claim 
agent of A on August 29, to note. 
The claim agent of A made a further investigation, simi-
lar to the one made at first, and returned the papers to the 
claim agent of B October 26, declined. 
The claim agent of B then again returned them to the 
claim agent of C on November 9, declined. 
The claim agent of C then sent them back to the claim 
agent of B on November 14, with a similar presentation 
to that of August 24. 
Again the claim agent of B sent the papers to the claim 
agent of A December 22, to note. 
The claim agent of A returned them to the claim agent 
of B on February 25, 1904, again declined. 
The claim agent of B then sent them to the claim agent 
of C on April 4, 1904, requesting the handling of papers 
direct between C and A, stating that B would agree to 
stand a proportion if a pro rata of the three carriers con-
cerned could be agreed upon. 
Then the claim agent of C sent the papers direct to the 
claim agent of A on April 6, calling attention to the prop-
osition made by the claim agent of B. 
A returned the papers to C on June 16, 1904, again de-
clining to participate. 
Then the claim agent of C sent them back to the claim 
agent of A on July 2, with another appeal. 
The claim agent of A returned them again to the claim 
agent of C on August 6, declined. 
On October 10, the claim agent of C wrote a personal 
letter to the head of the traffic department of A, explain-
ing the case and expressing regret to have to trouble the 
head of the traffic department with a claim matter; but de-
sired to bring the injustice of the persistent declinations of 
the claim department to the head of the traffic depart-
ment, so that proper attention might be given to the case. 
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Meanwhile there was added to the claim papers corre-
spondence from a representative of C , complaining of the 
delay in the settlement of the claim and stating that the 
consignee had become so dissatisfied that he had changed 
the routing of other freight and was threatening suit if 
not paid immediately. 
The claim agent of C then authorized the claim paid on 
October 10, 1904, the amount to be charged to suspense. 
The head of the traffic department of A returned the 
papers to the claim agent of C on November 14, 1904, 
with a short letter acknowledging the liability and agree-
ing to participate, giving authority to charge A with a pro-
portion on mileage basis. 
The claim papers were then about to be sent by the 
claim agent of C to the claim agent of B to get authority 
for its proportion on a mileage basis. 
All the information obtainable in regard to this shipment 
and the damage that occurred was found in the papers on the 
first move to each of the carriers interested; so that the carrier 
making the settlement knew all that was ever known regarding 
the loss at the time the initial investigation was made. There 
is no reason why the claim should not have been paid imme-
diately after the initial investigation and a proper distribution 
made of the amount at that time. This would have satisfied 
the claimant, and disposed of the amount as between the car-
riers. As a matter of fact, it took from May 11, 1903, to Au-
gust 19, 1903, to get complete information back to C from the 
first investigation with the carriers interested. The papers 
were under investigation with B from May 11 to July 27, and 
with A from July 27 to August 15, and were delayed four days 
in being returned from B to C . 
T H I R D C A S E 
Shipments of trunks from a point in Georgia to a point 
in Indian Territory, via three carriers, A , B, and C , dam-
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aged on the line of carrier C . The claim was filed with 
the claim agent of A July 14, 1903, for $42.20, and was 
received by the claim agent of B August 15, 1903. 
Again, many of the movements are omitted to save 
voluminous detail. 
The claim agent of B made an exhaustive examination 
at terminals and transfer points and found the shipment 
had passed that line in good order. 
The papers were sent to the claim agent of C on April 
5, 1904, where the investigation with the agents and the 
copy of the over, short, and damage report showed the 
damage to have occurred on C's line. 
The consignment was sold by C and the papers were 
returned by the claim agent of C to the claim agent of B 
on May 16, 1904, asking what disposition should be made 
of the matter. 
The papers were returned by the claim agent of B to 
the claim agent of C, pointing out the fact that the loss 
occurred on the line of carrier C and that the whole of the 
claim was a charge against that line; whereupon the claim 
agent of C returned the papers on August 4, 1904, to the 
claim agent of B authorizing a charge of $25. 
The papers were then returned to the claim agent of 
A, and the claim agent of A sent them to the agent at the 
point of origin to confer with the claimant and ascertain 
if $2 5 would be accepted. The claimant refused to accept 
$25 in settlement of a total loss of $42.20, and the agent 
at the point of origin returned the papers to the claim 
agent of A , who, in turn, sent them back to the claim 
agent of B. 
The claim agent of B then sent them back again to the 
claim agent of C, showing that the shipper had declined 
the offer of $25, and asking for authority to charge that 
line with the full amount; whereupon the claim agent of 
C authorized on November 18, 1904, for the full amount. 
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This case was found with the claim agent of B about to 
be sent to the claim agent of A with authority to pay the 
claim and to charge all of the amount against carrier C. 
There were 71 pieces of paper attached to the claim and 22 
movements took place to and from carrier B, the intermediate 
line that really had nothing to do with the case and knew this 
from its initial investigation, which required but a few days. 
Practically a year and one-half was spent in settling a claim 
that should have been disposed of very easily within a month. 
There was another claim in this lot of 10 for loss on live 
stock, $6,600, filed July 2, 1902. The carrier to which the 
claim had been presented compromised with the claimant on 
November 5, 1902, reducing it from $6,600 to $1,500. 
The three carriers made separate investigations, simulta-
neously, commencing August 1, 1902, to ascertain the facts in 
regard to the shipment. In one case it took a month and 13 
days; in another case, a month and 16 days; and in the other 
case, 2 months and 16 days. The correspondence between 
the lines has been continuous and at this time there are 286 
pieces of paper attached and no agreement as to distribution of 
the amount has yet been reached. 
In this complicated and difficult case, all the facts disclosed 
were known within two months and a half after the time the 
original investigation was commenced by each carrier, so that 
at the outside the whole case could have been disposed of and 
the distribution made within that time. 
F O U R T H C A S E 
Claim for $13.53 loss on salt fish shipped from a point 
in New England to a point in Mississippi, November 1, 
1902, via seven carriers, A, B, C, D, E, F, and G. Filed 
with the general agent of carrier C February 9, 1903, and 
sent by the claim agent of C to the first terminal agent on 
February 13. 
The papers came back to the claim agent of C, with no 
exceptions, on February 24 and were sent by the claim 
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agent of C to the second terminal agent on February 28, 
and were again returned on March 4, unable to locate. 
On March 10, the papers were sent to the commercial 
agent at the second terminal of carrier C and were re-
turned to the claim agent of C on March 27, showing the 
delivery to carrier D, and also to carrier E , on November 
12, 1902. 
The claim agent of C sent the papers to the claim agent 
of E , on April 1, to trace delivery. 
On Apri l 8, 1903, the claim agent of E sent the papers 
to the first terminal (addressed by mistake to a station of 
the same name in another state, whence they were re-
turned on April 9, and were remailed to the first terminal 
in the proper state April 15), and they were returned to 
the claim agent with a note that carrier D had been re-
charged and shipment returned November 15, 1902. 
The claim agent of carrier E then sent the papers to the 
claim agent of D April 17, 1903, to note. 
The claim agent of D sent the papers to his first ter-
minal on April 24, 1903, to show delivery. 
The papers were returned from the agent at the first 
terminal on April 25, showing delivery to an eighth carrier, 
H , on a mem-bill November 24, 1902. 
The claim agent of D then sent the papers on April 29 
to the claim agent of H to show delivery. 
The claim agent of H sent the papers to the agent of H 
at the first terminal, being the same terminal as the first 
terminal of D, to furnish the information. 
The papers were then returned on May 18, showing 
forwarding on November 24 to the second terminal of 
carrier H . 
The claim agent of H then sent the papers to the agent 
at the second terminal, to show delivery. 
The papers were returned June 29, showing delivery to 
carrier E , without exception, November 26, 1902. 
242 
INTERLINE FREIGHT CLAIMS 243 
Then the claim agent of H sent the papers to the claim 
agent of E July 31, 1903. (Meantime two letters had been 
attached tracing for the claim.) 
On August 17 the claim agent of E sent the papers to 
the agent at the transfer point. 
The papers were returned to the claim agent of E on 
August 21, showing billing to the connecting point with 
carrier G. 
The claim agent of E then sent the papers to the agent 
at the junction point for the record at that station. 
The papers were returned August 31, showing delivery 
to the last carrier, G, without exception, on December 2, 
1902. 
On September 3, 1903, the claim agent of E sent the 
papers to the claim agent of G to show delivery. 
On September 11 the claim agent of G sent the papers 
to the first terminal agent for record. 
The papers were returned to the claim agent on Septem-
ber 14, showing forwarding to destination, without excep-
tion, on December 11, 1902. 
On September 25 the claim agent of G sent the papers 
to the agent at destination to show delivery. 
The papers were returned on September 26, showing 
that the consignment was damaged and had been sold for 
75 cents, on the authority of the claim agent of G, Janu-
ary 16, 1903. 
On October 28, 1903, the claim agent of G sent the 
papers back to the claim agent of E, saying that the ship-
per should accept the proceeds of the sale in settlement of 
the claim. 
Then the claim agent of E sent the papers back to the 
claim agent of C on October 31, 1903, with a note: "Will 
you accept proceeds of sale?" 
The claim agent of C sent the papers on November 3, 
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1903, to the claim agent of D to pay the claim or have 
carrier E participate. 
The agent of D sent to agent at second terminal Novem-
ber 12, for full record. 
The papers were returned with note of billing, Novem-
ber 18. 
The claim agent of D then returned the papers to the 
claim agent of C on January 15, 1904, to take up with 
carrier E . 
The claim agent of C returned the papers to the claim 
agent of D on January 26, 1904, suggesting basis for settle-
ment with D, E , and G. 
The claim agent of D then sent the papers to the first 
terminal agent on February 1, 1904, for information. 
The papers were returned on February 2, giving data, 
with the note: "Error in Loading." 
Claim agent of D then sent the papers to the claim agent 
of H on February 4, 1904, to participate, on account of 
delay. 
The claim agent of H sent them to his first terminal 
agent on March 7, for information, and they were returned 
March 15, 1904, with the statement that there had been 
no delay at his station. 
Then the claim agent of H sent the papers to the claim 
agent of D March 22, declining. 
The claim agent of D then again returned the papers to 
the claim agent of H on March 25, asking for further in-
formation, and the claim agent of H again returned them 
to the claim agent of D on March 28, declining. 
The claim agent of D then sent the papers on April 4, 
1904, to the claim agent of E , requesting authority. 
The claim agent of E then sent the papers to the claim 
agent of G April 27, to note. 
The claim agent of G sent the papers to the agent at 
destination point on June 22, 1904, for his record, and the 
2 4 4 
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papers came back from the agent with a note (without 
date) that he had "no record of this way-bill." 
The claim agent of G then sent the papers back to the 
claim agent of C on July 1, 1904, suggesting that carrier 
C pay it and charge it to its (carrier C's) suspense account 
(no distribution of the claim being authorized). 
Letter dated July 2, 1904, addressed to carrier C, at-
tached to claim reads: 
C L A I M AGENT OF C : 
BEAR SIR: 
Your valued favor of June 28 is at hand. 
If you were in our place you would feel the same as we do 
undoubtedly. You can imagine what we think when Mr 
(claim agent of G) states that he sent the papers to Mr 
(claim agent of E) October 2 8 , 1 9 0 3 , and Mr (claim 
agent of E) says that he sent the papers to Mr (claim 
agent of G) April 2 7 , 1 9 0 4 . While both of these statements 
may be true, we believe that there is a deliberate attempt of 
either or both of these people to delay the payment of this 
claim. In such cases as this we think that your company should 
pay the claim and then fight it out with the delinquents. 
Yours respectfully, 
(Signature of Shipper) 
Claim agent of C on July 8, 1904, paid the claim and 
then sent the papers to the claim agent of E on September 
9, 1904, requesting authority. 
Claim agent of E sent the papers to claim agent of G 
on September 16, requesting authority. 
Claim agent of G then sent the papers to the agent at 
the first terminal of carrier G, for record. 
This agent forwarded to the agent at destination Octo-
ber 26, and the papers were returned to the claim agent of 
G on October 26 by the agent at destination, with the no-
tation: "No record." 
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Claim agent of G then sent the papers to the claim agent 
of E on November 23, 1904, with authority for C to charge 
carrier G with proportion, $5.35. 
This claim is now being handled by E, giving consid-
eration to the question of the disposition to be made of the 
balance of the claim, $8.18 as between C, D, and E, which 
in all probability will involve further extended correspon-
dence. 
This case has been set out in detail in order to show again 
the voluminous correspondence incident to the present methods. 
There were 86 pieces of paper attached to this claim, and it was 
still unsettled as between three of the carriers; although, after 
waiting a year and one-half, the claimant was paid, by C, not-
withstanding the records show that C was not responsible for 
the claim, and, therefore, had to accept the suggestion of car-
rier G to charge it all to suspense, where the amount will re-
main while C, D, and E spend an indefinite length of time 
corresponding about the distribution of the remaining portion 
of the claim. 
It was shown in the movements that the consignment was 
diverted from its original routing, and did not pass over the 
lines of the sixth carrier, F, but instead got on the lines of an 
eighth carrier, H, and was delivered by carrier H to carrier G, 
the destination and delivering line. 
This claim shows again that there was only a few days' time 
consumed in making the initial investigation by each of the 
carriers; and it shows that the initial investigation in the case 
of carrier G brought out the full history of the disposition of the 
consignment, it having been sold, by order of the claim agent 
of G, by the agent at the point of destination; though upon two 
subsequent dates, when the claim went back to the agent at 
destination, he reported "No record." This report "No record" 
was probably due to the fact that it was made so long after the 
occurrence that the agent was unable to find out what had hap-
pened at the time; or it may be that there were so many papers 
attached to the claim that he did not have time to read them, 
and, to get rid of them, sent them back with that notation. Far 
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worse than this, however, is the fact that the claim agent of G 
sent the papers to the agent three times when he knew, in the 
first place, of the sale of the consignment made by his order, 
for 75 cents; and worse yet was his suggestion that the shipper 
should accept this amount in settlement of the claim for $13.53, 
which amount was a total loss. 
In the 9 other claims found in a lot of 10, there is much 
more of such repetition as that already seen. In one case, in a 
claim for $12, filed March 23, 1903, in which three carriers were 
interested, and to which there were 55 pieces of paper attached, 
the claim was sent twice, by mistake, to carriers which had no 
interest whatever in the shipment or in the claim. In one case 
the claim agent of a carrier that had no interest either in the 
shipment or in the claim sent the claim papers to one of his 
terminal agents, asking for copy of billing of the shipment, 
whereupon the agent returned it to the claim agent pointing 
out the mistake of making such a request, as that carrier had 
not handled the shipment. 
All the carriers in interest had declined participation, but the 
claim agent to whom the claim had been presented paid it April 
12, 1904, a little over a year after it had been presented and 
was ready to send the papers again to the carriers to urge upon 
them participation in the claim. 
E X H I B I T " D " 
STATISTICS R E L A T I N G TO C L A I M S R E C E I V E D D U R I N G 
T H E Y E A R E N D E D J U N E 30, 1904, B Y E I G H T O F 
T H E C A R R I E R S 
Number of Overcharge Claims Received: 
Local 78,028 
Interline 305,213 
Total Overcharge Claims Received... 383,241 
Percentage of Local to Total Overcharge 
Claims 20.36 
Percentage of Interline to Total Overcharge 
Claims 79.64 
Number of Loss and Damage Claims Received: 
Local 140,771 
Interline 255,103 
Total Loss and Damage Claims Re-
ceived 395,874 
Percentage of Local to Total Loss and 
Damage Claims 35.56 
Percentage of Interline to Total Loss and 
Damage Claims . 64.44 
Total Number of Claims Received: 
Local 218,799 
Interline 560,316 
Total 779,115 
Percentage of Local Claims to Total Claims 28.08 
Percentage of Interline Claims to Total 
Claims 71.92 
Number of Interline Overcharge Claims Received: 
From Other Carriers (51.48%) 157,138 
Originating with Each Carrier (48.52%).. 148,075 
Total Interline Overcharge Claims Re-
ceived 305,213 
Percentage of Interline Overcharge to Total 
Interline Claims 54.47 
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Number of Interline Loss and Damage Claims 
Received: 
From Other Carriers (48.76%) 124,385 
Originating with Each Carrier (51.24%).. 130,718 
Total Interline Loss and Damage 
Claims Received 255,103 
Percentage of Interline Loss and Damage to 
Total Interline Claims 45.53 
Total Number of Interline Claims Received: 
From Other Carriers 281,523 
Originating with Each Carrier 278,793 
Total Interline Claims Received 560,316 
Percentage of Claims Received from Other 
Carriers to Total Interline Claims 50.24 
Percentage of Claims Originating on Each 
Line to Total Interline Claims 49.76 
Number of Clerks in Claims Department: 
At the Beginning of the Period 310 
At the End of the Period 326 
Pay-Roll of the Claims Department: 
At the Beginning of the Period (per month) $18,026.71 
At the End of the Period (per month) $19,207.50 
Average Number of Employees for the Year... 313½ 
Average Pay-Roll for the Year $220,745.88 
Average Cost of Handling Each Claim Re-
ceived cents, 28.33 
Highest Average Cost of Handling Each Claim 
Received by Any One Carrier cents, 46.52 
Lowest Average Cost of Handling Each Claim 
Received by Any One Carrier cents, 17.09 
Estimated Amount of Time Devoted to Inter-
line Claims in the Aggregate Greater than 
That Devoted to Local Claims 2 to 3 Times 
Estimating that it costs three (3) times as much 
to handle an interline as it does a local claim: 
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Average Cost per Claim: 
Local cents, 11.62 
Interline . cents, 34.86 
Average Cost: 
Local $25,423.91 
Interline $195,321.97 
Percentage of Average Cost of Local to 
Total Cost of Claims 11.52 
Percentage of Average Cost of Interline to 
Total Cost of Claims 88.48 
Estimating that it costs two and one-half (2½) 
times as much to handle an interline as it does 
a local claim: 
Average Cost per Claim: 
Local cents, 13.63 
Interline cents, 34.07 
Average Cost: 
Local $29,821.75 
Interline $190,924.13 
Percentage of Average Cost of Local to 
Total Cost of Claims 13.51 
Percentage of Average Cost of Interline to 
Total Cost of Claims 86.49 
Estimating that it costs two (2) times as much 
to handle an interline as it does a local claim: 
Average Cost per Claim: 
Local cents, 16.48 
Interline ...cents, 32.96 
Average Cost: 
Local $36,059.33 
Interline $184,686.55 
Percentage of Average Cost of Local to 
Total Cost of Claims 16.34 
Percentage of Average Cost of Interline to 
Total Cost of Claims 83.66 
E X H I B I T " E " 
C L A I M S I N V O L V I N G A M O U N T S O F $1 A N D U N D E R , $2.50 A N D 
U N D E R , $5 A N D U N D E R , A N D $10 A N D U N D E R — B A S E D U P O N 
13,229 C L A I M S H A N D L E D I N T H E O F F I C E S O F S E V E N O F T H E 
C A R R I E R S 
Total Number of Claims Received by Seven of the 
Carriers 13,229 
Total Amount of Claims . . . $251,160.14 
Average per Claim $18.99 
Claims of One ( $ 1 ) Dollar and Under: 
Number of Claims 1,508 
Percentage of Number 11.40 
Amount $921.83 
Percentage of Amount .37 
Average per Claim cents, .61 
Claims of Two and one-half ($2.50) Dollars and 
Under: 
Number of Claims 4,091 
Percentage of Number 30.92 
Amount $5,400.00 
Percentage of Amount 2.15 
Average per Claim $1.32 
Claims of Five ($5) Dollars and Under: 
Number of Claims 
Percentage of Number 
Amount 
Percentage of Amount 
Average per Claim 
Claims of Ten ($10) Dollars and Under: 
Number of Claims 8,812 
Percentage of Number 66.61 
Amount $30,466.10 
Percentage of Amount 12.13 
Average per Claim $3.46 
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6,555 
49.55 
$14,450.09 
5.75 
$ 2 . 2 1 
E X H I B I T  " F " 
N A M E S  O F  C A R R I E R S  I N T H E  S O U T H E A S T E R N TE R RITO R Y 
A N D  A P P R O X I M A T E M I L E A G E  A S  S H O W N  B Y  T H E  O F F I C I A L 
G U I D E ,  N O T  I N C L U D I N G L I N E S  O F  L E S S T H A N  11 M I L E S  I N 
L E N G T H ,  N O R  A B O U T 2 0 0 L I N E S  O F  S H O R T M I L E A G E , S U C H 
A S T E R M I N A L S , L O G G I N G , C O A L , A N D P R I V A T E ROADS 
A P P R O X I M A T E 
Mileage Shown  by the  Location  of  General Name  of  Carrier Official Guide Office,  Etc. 
*Affiliated  with  those  now identified with  movement  for  revising plan. 
†Now  identified with  movement  for  revising plan. 
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Aberdeen  & Asheboro Ry... 
Aberdeen  & Rock Fish R. R. 
*Alabama Great Southern 
R. R 
Alabama  & Mississippi R. R. 
*Alabama  & Vicksburg Ry... 
Albany & Northern Ry 
Alcolu R. R 
Ashland Coal & Iron Ry. .. 
*Atlanta & Birmingham Air 
Line Ry 
†Atlanta & West Point R. R. 
*Atlanta, Knoxville & 
Northern Ry 
Atlantic & Birmingham 
R. R 
Atlantic & North Carolina 
R. R 
†Atlantic Coast Line R. R... 
*Augusta Southern R. R. ... 
Bainbridge Northern R. R. 
Berkeley Railroad 
Bessemer & Southwestern 
R. R 
Birmingham  & Atlantic 
R. R 
82 
44 
309 
18 
142 
35 
20 
22 
121 
87 
231 
332 
95 
4,173 
83 
32 
20 
1 1 
53 
Aberdeen, N. C. 
Aberdeen, N. C. 
Birmingham, Ala. (Q. & C. Route 
S̶outhern) 
Vinegar Bend, Ala. 
Jackson, Miss. (Q. & C. Route－ 
Southern) 
Albany, Ga. 
Alcolu, S. C. 
Ashland, Ky. 
Portsmouth, Va. (S. A. L.) 
Atlanta, Ga., (L. & N ̶A. C. L ) 
Knoxville, Tenn. (L.& N.) 
Waycross, Ga. 
Goldsboro, N. C. 
Wilmington, N. C. 
Augusta, Ga. (Southern) 
Bainbridge, Ga. 
Chicoea, S. C. 
Bessemer, Ala. 
Talladega, Ala. 
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Mileage Shown by the 
Name of Carrier Official Guide 
*Birmingham Southern R. R. 21 
*Blue Ridge Ry 44 
Cairo & Kanawha Valley 
R. R 18 
Caldwell & Northern R. R. 11 
Cape Fear & Northern Ry. .40 
Carolina & Northwestern 
Ry 110 
Carolina Northern R. R. . . 41 
Carrabelle, Tallahassee & 
Georgia R. R 50 
Carrollton Short Line Ry. 21 
Carthage R. R 19 
†Central of Georgia Ry 1,867 
*Charleston & Western 
Carolina Ry 340 
Chattahoochee Valley Ry... 17 
Chattanooga Southern R. R. 99 
Chesapeake & Nashville Ry. 47 
†Chesapeake & Ohio Ry 1,684 
Chesapeake Western Ry. . . 41 
Chesterfield & Lancaster 
R. R 37 
*Cincinnati, New Orleans & 
Texas Pacific Ry 338 
Coal & Coke Ry 133 
Coal River & Western Ry... 22 
Columbia, Newberry & 
Laurens R. R 75 
Conway Coast & Western 
R. R 15 
Covington, Flemingsburg & 
Ashland R. R 17 
•Danville & Western Ry. . . . 83 
Darien & Western R. R. . . . 31 
Dry Fork R. R 30 
Durham & Charlotte R. R. 37 
East Carolina Ry 26 
East Louisiana R. R 36 
East Tennessee & Western 
North Carolina R. R 34 
Location of General 
Office, Etc. 
Birmingham, Ala. (L. & N.— 
Southern) 
Greenville, S. C. (Southern) 
Parkersburg, W. Va. 
Lenoir, N. C. 
Apex, N. C. 
Chester, S. C. 
Marion, S. C. 
Tallahassee, Fla. (Georgia, 
Florida & Alabama) 
Carrollton, Ala. 
Carthage, N. C. 
Savannah, Ga. 
Augusta, Ga. (A. C. L.) 
West Point, Ga. 
Chattanooga, Tenn. 
Gallatin, Tenn. 
Richmond, Va. (Penn.) 
Harrisonburg, Va. 
Cheraw, S. C. 
Cincinnati, O. (Q. & C. Route— 
Southern) 
Elkins, W. Va. 
Charleston, W. Va. 
Columbia, S. C. 
Conway, S. C. 
Flemingsburg, Ky. 
Danville, Va. (Southern) 
Darien, Ga. 
Hendricks, W. Va. 
Gulf, N. C. 
Tarboro, N. C. 
Covington, La. 
Johnson City, Tenn. 
*Affiliated with those now identified with movement for revising plan. 
†Now identified with movement for revising plan. 
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Name of Carrier 
Mileage Shown by the 
Official Guide 
Location of General 
Office, Etc. 
Eastern Kentucky Ry 
Ellaville, Westlake & 
Jennings R. R 
Farmville & Powhatan R. R. 
Fitzgerald, Ocmulgee & 
Red Bluff Ry 
Flint River & Northeastern 
R. R 
Florida & Georgia Ry 
†Florida East Coast Ry 
*Florida West Shore Ry. . . . 
Frankfort & Cincinnati Ry. 
Gainesville & Gulf Ry 
Gainesville Midland Ry. 
Garbutt & Donovan Short 
Line Ry 
Georgetown & Western 
R. R 
†Georgia Railroad 
Georgia Eastern Ry 
Georgia, Florida & Alabama 
Ry 
Georgia Northern Ry 
*Georgia So. & Florida Ry. 
Glade Creek & Raleigh 
R. R 
Glenn Springs R. R 
Gulf & Ship Island R. R. 
Hampton & Branchville 
R. R 
*Harriman & Northeastern 
R. R 
Hawkinsville & Florida So. 
Ry 
Holly River & Addison Ry. 
†lllinois Central R. R 
Kanawha & Coal River Ry. 
Kanawha & Michigan Ry... 
†Kansas City, Memphis & 
Birmingham R. R 
Knoxville & Bristol Ry. . . . 
LaFayette Ry 
36 
30 
93 
15 
24 
30 
503 
64 
41 
48 
55 
14 
36 
324 
18 
106 
63 
395 
15 
16 
261 
22 
20 
55 
34 
4,325 
13 
177 
286 
40 
22 
Riverton, Ky. 
Westlake, Fla. 
Richmond, Va. 
Fitzgerald, Ga. 
Pelham, Ga. 
White Springs, Fla. 
St. Augustine, Fla. 
Plant City, Fla. (S. A. L.) 
Frankfort, Ky. 
Gainesville, Fla. 
Gainesville, Ga. 
Lyons, Ga. 
Georgetown, S. C. 
Augusta, Ga. 
Bainbridge, Ga. 
Bainbridge, Ga. 
Moultrie, Ga. 
Macon, Ga. (Southern) 
Raleigh, W. Va. 
Glenn Springs, S. C. 
Gulfport, Miss. 
Hampton, S. C. 
Cincinnati, Ohio (Southern) 
Hawkinsville, Ga. 
Grafton, W. Va. 
Chicago, Ill. 
Spring Hill, W. Va. 
Toledo, Ohio (T. & O. C.) 
St. Louis, Mo. (Frisco System) 
Knoxville, Tenn. 
LaFayette, Ala. 
*Affiliated with those now identified with movement for revising plan. 
†Now identified with movement for revising plan. 
I N T E R L I N E F R E I G H T C L A I M S 255 
Mileage Shown by the Location of General 
Name of Carrier Official Guide Office, Etc. 
* Affiliated with those now identified with movement for revising plan. 
+Now identified with movement for revising plan. 
Lancaster & Chester Ry. . . 
Lexington & Eastern Ry. . . 
Licking River R. R. 
Little Kanawha R. R 
Liberty White R. R. 
Linville River Ry 
Live Oak & Gulf Ry 
Louisiana Southern Ry 
Louisville & Atlantic R. R. 
†Louisville & Nashville R. R. 
*Louisville & Wadley R. R. 
*Louisville, Henderson & 
St. Louis Ry 
Mount Airy & Eastern Ry. 
*Macon & Birmingham Ry. 
*Macon, Dublin & Savannah 
R. R 
Manistee & Repton R. R. 
Marion & Rye Valley Ry. . . 
Midville, Swainsboro & Red 
Bluff R. R 
Millen & Southwestern 
R. R 
Mississippi Central R. R. 
*Mobile & Ohio R. R 
Mobile, Jackson & Kansas 
City R. R 
Nashville & Sparks R. R... 
†Nashville, Chattanooga & 
St. Louis Ry 
Natchez, Columbia & 
Mobile R. R 
*New Orleans & Northeastern 
R. R 
Norfolk & Southern R. R. 
†Norfolk & Western Ry. Co. 
*Northern Alabama Ry 
Ohio & Kentucky Ry 
Pensacola, Alabama & Tenn. 
R. R 
Porters Creek & Gauley. 
R. R 
29 
94 
30 
30 
18 
13 
20 
46 
101 
3,679 
11 
200 
19 
105 
92 
19 
20 
20 
55 
55 
913 
260 
12 
1,195 
26 
196 
159 
1,722 
115 
27 
23 
30 
Lancaster, S. C. 
Lexington, Ky. 
Yale, Ky. 
Parkersburg, W. Va. 
McComb City, Miss. 
Saginaw, N. C. 
Live Oak, Fla. 
New Orleans, La. 
Versailles, Ky. 
Louisville, Ky. 
Louisville, Ga. (Cent. of Ga.) 
Louisville, Ky. (L. & N.) 
Mount Airy, N. C. 
Macon, Ga. (Southern) 
Macon, Ga. (A. C. L.) 
Manistee, Ala. 
Marion, Va. 
Swainsboro, Ga. 
Monte, Ga. 
Hattiesburg, Miss. 
Mobile, Ala. (Southern) 
Mobile, Ala. 
Massee, Ga. 
Nashville, Tenn. (L. & N.) 
Norfield, Miss. 
New Orleans, La. (Q. & C. 
Route—Southern) 
Norfolk, Va. 
Roanoke, Va. 
New York (Southern) 
Cannel City, Ky. 
Pensacola, Fla. 
Porter, W. Va. 
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Mileage Shown  by the  Location  of  General Name  of  Carrier Official Guide Office,  Etc. 
Potomac, Fredericksburg & 
Piedmont R. R 38 
Raleigh & Cape Fear Ry. .. 35 
Red  River Valley R. R. ... 14 
*Richmond, Fredericksburg 
& Potomac R. R 90 
Sardis & Delta R. R 33 
*Savannah &  Statesboro Ry. 53 
†Seaboard  Air Line Ry 2,611 
South & Western Ry 64 
South Georgia & West Coast 
Ry  7 7 
†Southern  Ry 7 , 1 5 6 
Stillmore Air Line Ry 54 
Suffolk & Carolina Ry 7 5 
Surry, Sussex & Southamp-
ton Ry 28 
Suwanee  & San Pedro R. R. 54 
Sylvania Central Ry 15 
Tallulah Falls Ry 38 
Tavares & Gulf R. R 3 5 
Tellico Ry 34 
Tennessee & Cumberland 
River R. R 1 5 
Tennessee & North Carolina 
R. R 1 9 
Tennessee Central R. R. .. 308 
Tombigbee  Valley Ry 50 
Transylvania R. R 43 
Union  Springs & Northern 
Ry  47 
Valdosta Southern Ry 28 
Valley R. R 63 
Virginia & Southwestern 
Ry  . . . 1 5 9 
Virginia-Carolina Ry 19 
Wadley  & Mt. Vernon R. R. 63 
Wadley  & Mt. Vernon 
Extension R.R 21 
*Washington Southern Ry. 36 
Fredericksburg, Va. 
Raleigh, N. C. 
Rothwell, Ky. 
Richmond, Va. (A. C  L . － S .  A. 
L.̶B. & O.̶C. &O. P̶enn.̶ 
Southern) 
Sardis, Miss. 
Savannah, Ga. (S. A. L.) 
Portsmouth, Va. 
Bristol, Va. 
Quitman, Ga. 
Washington, D. C. 
Stillmore, Ga. 
Suffolk, Va. 
Baltimore, Md. 
Live Oak, Fla. 
Sylvania, Ga. 
Cornelia, Ga. 
Clermont, Fla. 
Athens, Ga. 
Bear Spring, Tenn. 
Wheeling, W. Va. 
Nashville, Tenn. 
Fairford, Ala. 
Brevard, N. C. 
Union  Springs, Ala. 
Valdosta, Ga. 
Staunton, Va. (B. & O.) 
Bristol, Va. 
Abingdon, Va. 
Wadley, Ga. 
Douglas, Ga. 
Richmond, Va. (Richd.̶Washn. 
Company) 
* Affiliated with  those  now identified with  movement  for  revising plan. 
†Now  identified with  movement  for revising plan. 
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Mileage Shown by the Location of General 
Name of Carrier Official Guide Office, Etc. 
SUMMARY 
Mileage of Carriers (as shown by the Official Guide): 
Now identified with movement for revising plan, rep-
resented at meeting held October 28 , 1904 29 ,750 
Affiliated with those now identified with movement for 
revising plan, but not represented at meeting held 
October 2 8 , 1 9 0 4 5 , 2 8 2 3 5 , 0 3 2 
Other—Not affiliated and not represented at meeting held 
October 2 8 , 1 9 0 4 5 , 7 9 3 
Total 4 0 , 8 2 5 
*Affiliated with those now identified with movement for revising plan. 
†Now identified with movement for revising plan. 
Wellington & Powellsville 
R. R 
†Western Ry. of Alabama .. 
West Virginia Central & 
Pittsburg Ry 
West Virginia Northern 
R. R 
*Wrightsville & Tennille 
R. R 
*Yazoo & Mississippi Valley 
R. R. 
*Yellow River R. R 
Total 
24 
138 
211 
11 
77 
1,175 
28 
40,825 
Edenton, N. C. 
Atlanta, Ga. 
Baltimore, Md. 
Tunnelton, W. Va. 
Tennille, Ga. (Cent. of Ga.) 
Chicago, Ill. (Ill. Cent.) 
Pensacola, Fla. (L. & N.) 
C O M M E N T S 
The names of the respective carriers are omitted where 
the figures relate to their individual affairs. This has been 
done to avoid disclosing to one carrier something that 
might be regarded as of a private nature by another car-
rier, or the possibility of publicity. 
In many cases, as is shown by Exhibit "B," the carriers 
authorize the local agents to pay claims of certain kinds up 
to certain amounts without making an investigation be-
yond the point necessary to determine that the claim is 
valid. The proposed plan is not intended to change this 
arrangement when the policy of the carrier has been es-
tablished with reference to making payments through 
agents, but to make such investigation as in its judgment 
and according to its rules is now made before the settle-
ment with the claimant. In doing this, however, the 
carrier should keep in mind that there must be sufficient 
investigation before the distribution is made against the 
other carriers interested, to know that the distribution 
is correct. 
With good faith between the carriers, all the carriers 
could, under this plan, if they so desired, make settlement 
with all claimants as soon as the validity of each claim is 
established, without waiting for investigation by the other 
carrier or carriers in interest. 
The forms to be used to facilitate the investigation be-
tween the carriers, and for the local investigation, may be 
arranged advantageously for use on the typewriter. 
There will be an occasional inquiry sent to a carrier 
which the investigation will afterwards show not to have 
been necessary. These cases will, however, be very few in 
number. 
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The use of the form of inquiry, or base, provided for in 
the plan would vastly reduce the present labor expended in 
handling claim papers in offices, and mail matter on trains, 
at stations, and to and from offices. The superintendents, 
train-masters, yard-masters, station agents, clerks and 
others, who are now obliged to read through many pages 
of claim papers in order to ascertain the point at issue, 
will have before them, on one sheet of paper, all the in-
formation necessary for them to dispose of the matter 
at once. According to the present custom these officers 
are obliged to read pages upon pages of matters relating 
to the claim in general, but entirely irrelevant to the point 
necessary to be covered by any one particular carrier. It 
is impossible to estimate the enormous amount of time the 
proposed plan will save in this one respect alone. 
The plan will completely dispose of practically all claims 
within a month or two. There will occasionally be an 
aggravated case that might call for a second inquiry con-
cerning some remote matter pertinent to the investigation; 
but, from the examination already made of the claims in 
the different offices, it is believed that there will be very 
few such cases. The correspondence and the papers at-
tached to the claims show that generally within a month 
practically every carrier investigates and determines all 
the points necessary to enable the settling carrier to settle 
with the claimant and make a distribution of the claim. 
The time consumed is in transmitting from one carrier to 
another and back again to the point of origin, including 
delay in handling; and after all the information neces-
sary for the settlement of the claim has been drawn to-
gether, it goes back and forth to get into agreement on 
some point that has been evident to all the carriers in in-
terest from the beginning, or on the distribution of the 
amount of the claim. 
The provision for periodical settlements between the 
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carriers, included in the plan, obviates the necessity for 
each carrier's keeping individual ledger accounts of the 
distributions with each of the other carriers and is in har-
mony with what is known as the "Denver Plan." It is 
not intended that the statements upon which the periodical 
settlements are to be made by means of drafts shall pre-
clude as frequent settlements as the carriers in interest 
may find mutually advantageous; on the other hand, it 
is meant to obligate the carriers to make settlement of 
all distributions made in any one month within 30 days 
after the close of that month. 
The suggestion of a minimum amount below which 
interline claims shall not be distributed, arises from the 
fact that in a business transaction there is generally some 
point at which the amount is regarded as too small to 
justify the expenditure of labor and time entailed in mak-
ing an exact settlement. It is difficult, if not impossible, 
to determine where this point is with reference to the 
settlement of interline claims; but it is thought that some 
amount not above $5 should be fixed as the minimum. 
The records of seven of the carriers covering 13,229 
overcharge and loss and damage claims were examined for 
the purpose of considering the question of the minimum. 
The average amount of these claims was $18.99. 
It was found, as will be seen by Exhibit " E , " that 11.4% 
of the total number of claims are for $1 and under, that 
they average 61 cents, and that the amount involved in 
these claims is .37% of the total amount of the claims; 
that 30.92% of the total number of claims are for $2.50 
and under, that they average $1.32, and that the amount 
involved in these claims is 2.15% of the total amount of 
the claims; that 49.55% of the total number of claims are 
for $5 and under, that they average $2.21, and that the 
amount involved in these claims is 5.75% of the total 
amount of the claims; and that 66.61% of the total num-
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ber of claims are for $10 and under, that they average 
$3.46, and that the amount involved in these claims is 
12.13% of the total amount of the claims. 
There is no way to determine what point, in fixing the 
minimum, would result in the greatest economy in both 
time and money under the plan proposed. In the case 
of $2.50 it would seem that nearly one-third of the inter-
line claims will be disposed of without making the distri-
bution between the carriers in interest, and that only 2% 
of the money involved will be affected; while in the case 
of $5 about one-half of the interline claims will be dis-
posed of without making the distribution between the 
carriers in interest, and a little less than 6% of the amount 
involved will be affected. The amount to be fixed as a 
minimum is, therefore, a matter of policy rather than of 
deduction. It is believed that the minimum should not 
be fixed below $2.50 or above $5. 
It is impossible to estimate the amount of work that 
will be done by the Arbitration Bureau. Its work will be-
gin soon after the introduction of the plan and will in-
crease gradually during the first year or so; but there-
after it should decrease. It is believed that an arbitrator 
with two able assistants, together affording the benefit 
of three minds when necessary to decide aggravated cases 
concerning which there may be disputes, and the neces-
sary office help, will be sufficient at the beginning. Addi-
tions can, of course, be made from time to time, as may 
be found necessary. It is believed that the work of the 
Arbitration Bureau, will, in a few years, as the result of 
the educational process during this period, be reduced to 
a very small volume. 
The settlement of interline claims being a mutual mat-
ter between the carriers, there appears to be no reason 
why the carriers in interest should not depend upon each 
other for the proper handling of the original papers and 
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for the correct distribution of the amount paid; but if 
for any reason there should arise a doubt on the part of 
one or more of the carriers as to the good faith of another 
carrier, there is opportunity by this plan for examination 
of all the original papers in the same manner as at present, 
except that such examination will be after, instead of be-
fore, the settlement is made. 
The present methods of handling claims by several of 
the carriers represented at the meeting on October 28, 
is shown by Exhibit " B . " 
A request was sent on November 3 to all of these car-
riers, and the responses received have been reproduced as 
an outline of the procedure in their respective offices. It 
may be said in a general way that there is a similarity in 
all the offices, the variation for the most part consisting 
of slightly different forms of records and varying grades 
of pay of investigators and clerks. The attitude of the 
carriers towards one another, generally, is to avoid pay-
ment rather than to facilitate settlement. This is attrib-
utable to the cumbersome system and unbusinesslike 
method of procedure. This is shown by the handling of 
certain claims outlined in Exhibit " C . " 
The interline claims paid by agents direct, together with 
those paid through the treasurer before authority is ob-
tained from the connecting carrier, are in most cases 
charged to a suspense account, awaiting adjustment with 
the carriers in interest. These suspense accounts amount 
in several instances to many hundreds of thousands of 
dollars, and in most cases are continually increasing. 
There are, however, many interline claims left to be paid 
to the claimant after the carriers have agreed upon the 
distribution of the amount involved in the claim. In the 
suspense accounts large amounts are being accumulated 
that will ultimately have to be separated between actual 
assets, items collectible from connections, and amounts 
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chargeable against freight earnings for overcharges and 
against operating expenses for loss and damage. In most 
cases the amount recoverable from connections is com-
paratively small. Some of the carriers have made pro-
vision by setting up estimated reserves for the amounts 
that are accumulating in the suspense accounts. 
The work is divided in the different offices between 
overcharge claims, loss and damage claims, over, short, and 
damage reports, correspondence, files, and miscellaneous. 
Overcharge claims are usually settled with less difficulty 
and greater promptness than loss and damage claims. 
The overcharge claims have been divided into three 
principal classes: 
1. Rates and divisions; 
2. Weights; 
3. Classification. 
The work in the offices, however, is usually divided be-
tween certain classes of overcharge claims, such as lum-
ber, coal, and other important commodities, and some-
times between claims arising on shipments between im-
portant terminals. 
The loss and damage claims are divided into four gen-
eral classes: 
1. Total loss, which is the shortage at destination of an 
entire shipment of one or more packages; 
2. Concealed loss, where the package arrives at desti-
nation in apparent good order but where an examination 
of the contents reveals a deficiency in comparison with the 
contents shown by the original invoice; 
3. Open damage, where the goods arrive at destination 
with the damage apparent; 
4. Concealed damage, where the package arrives at 
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destination in apparent good order but where an examina-
tion of the contents reveals the damage. 
The local claims, for both overcharge and loss and dam-
age, that is to say claims on freight traffic having both 
its origin and destination on one carrier's line, are found 
to be settled with very little correspondence. In most 
cases these claims are disposed of, it is estimated, except 
in cases of dispute with the claimant, within a month. 
The present methods of handling interline claims are 
shown in Exhibit "C." The cases described were selected 
from lots of 10 taken at random just as they were found 
being worked currently in five of the principal carriers' 
offices where examinations were made. Many more claims 
of a similar character could be exhibited out of those ex-
amined, but these few cases serve to illustrate the cumber-
some methods now in use, the bad faith or inefficiency, or 
both, and to show that, worked upon the plan proposed, 
the investigation of any one of these claims would have 
been completed well within the month, and would have 
been ready for distribution by the settling line, except in 
one case—a large live stock claim—and that one within 
2½ months. These cases may show a longer time involved 
in the settlement than many others, but they also show the 
advantage of the plan proposed in promptly disposing of 
the claims that now consume months and often years. 
While these cases are a matter of serious concern to 
those in interest, to a casual reader they must appear 
ludicrous. 
The aggregate number of claims received by eight of 
the carriers represented at the meeting is shown by Ex-
hibit " D , " also the division between local and interline 
claims. The figures show that about 28% of the claims 
received are local, and about 72% interline. The average 
cost of handling each claim is 28.33 cents. It is esti-
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mated that the amount of time consumed in handling an 
interline claim is from two to three times as much as in 
handling a local claim. There are submitted three cal-
culations which show that if it takes two times as much 
time to handle an interline claim as a local claim, then 
it costs 32.96 cents, on the average, to handle an inter-
line claim; if it takes 2½ times as much time to handle 
an interline claim as a local claim, then an interline 
claim costs 34.07 cents, on the average; if it takes three 
times as much time to handle an interline claim as a local 
claim, then an interline claim costs 34.86 cents, on the 
average. 
It is assumed, for the purpose of this calculation, that 
it costs 34 cents each, on the average, to handle interline 
claims. It is shown by Exhibit " D " that out of a total 
of 560,316 interline claims received by eight of the car-
riers during the year ended June 30, 1904, 281,523 were 
received from other carriers, and that the remainder, 
278,793, or a trifle less than one-half, originated on the 
lines of the respective carriers. 
It is estimated that the cost in the claim offices of han-
dling the interline claims will, under this plan, be reduced 
at least 50% of the present cost. This would make an 
aggregate annual saving to the eight carriers handling 
these 560,316 claims, of $95,253.72. The estimated cost 
is calculated on the basis of all the claims handled by the 
eight carriers referred to. The saving would, as a matter 
of course, be much larger for all the carriers in interest, 
and it would be relatively greater as the number of claims 
increases. The estimated saving would not be wholly ap-
plicable to the claims that involve the participation of car-
riers not parties to the plan; but whatever the cost of 
these claims may be, it must be more than offset by the 
expense now incurred in handling and rehandling the claim 
papers throughout the various departments of the carriers, 
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other than the claim office; which expense, under the plan 
proposed, must necessarily be materially reduced. Be-
sides this saving—and perhaps most important of a l l— 
will be the prompt settlement effected with the claimants, 
and the prompt adjustment between the carriers. 
The names of the carriers whose lines lie in the south-
eastern territory, and their approximate mileage as given 
by the Official Guide of December, 1904, appear in Ex-
hibit " F . " This exhibit shows that out of a total of 40,-
825 miles, the carriers represented at the meeting of Oc-
tober 28 operate 29,750 miles, or 72.87% of the total 
mileage, and that their affiliated carriers operate 5,282 
miles. This makes a total of 35,032 miles, or 85.81% of 
the total mileage, leaving approximately 5,793 miles of 
other carriers, besides the carriers that are not shown 
in Exhibit " F " operating small roads of less than 11 miles 
in length, and terminal, logging, coal, and private roads, 
being about 200 in number. 
It is estimated that about 3,500 miles of the carriers 
represented at the meeting of October 28, 1904, lie outside 
of the southeastern territory. 
EDITORIAL N O T E : Mr. Sells wound up the year 1904, 
so to speak, with a report which stands as a monument to 
his ability as a public accountant. Such is his report, 
bearing the date of December 31, 1904, on a proposed 
plan for handling interline freight claims submitted to a 
committee of five railroad presidents representing the 
carriers in the southeastern territory. While this report 
was confidential at the time, so long a period has elapsed 
since it was rendered and so long has the plan been in use 
that it is considered no violation of confidence to publish it 
at this time. This view is concurred in by one of the fore-
most railroad men in the country. 
The settlement of interline freight claims has been one 
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of the most perplexing problems of railway operation. 
When it requires 10 pages of 11-point type to describe 
the peregrinations of one claim, only moderate imagina-
tion is necessary to picture the amount of time, expense, 
annoyance, and dissatisfaction which was caused by the 
claim itself. Two and a half years were required to settle 
it, and 109 pieces of paper were attached to the claim. 
All this trouble was over a claim of $23. 
The plan suggested for remedying this condition was 
adopted with slight modification after due consideration. 
It has been in operation ever since substantially as 
adopted, and it has been followed by practically all of the 
railroads throughout the United States. Although the 
saving effected is not possible of estimate, it is reasonable 
to assume that the amount thereof represents one of the 
important decreases in operating costs brought about 
through improvements in office routine. 
This investigation was one of many which Mr. Sells 
directed involving a public interest. His professional 
work in connection with public utilities and with federal, 
state, county, and municipal investigations has won for 
him a distinguished position in the realm of accountancy. 
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Meade, Dr. 100 
Medicine, the origin of, as a pro-
fession 42-43 
Mellon plan 173 
Men's clothing manufacturers, fis-
cal year suggested for 14 
N 
Nashville, Chattanooga & St. Louis 
Railway Company, interline 
freight claims 218-219 
National Association of Agricultural 
Implement and Vehicle Manufac-
turers 69, 80 
National Association of Cost Ac-
countants 79 
Natural business year 
definition 3 
determination of, for selected in-
dustries 11-15 
how it affects overhead charges 6-7 
resulting benefits to accounting 
profession 8 
see also Calendar year; Fiscal 
closings; Fiscal year; Inven-
tories 
New York State Society of Certified 
Public Accountants 42, 47, 179 
New York Times 157 
Nicholson, J. Lee 79 
Norfolk & Western Railway Com-
pany, interline freight claims 219 
O 
Oil industry, fiscal year suggested 
for 15 
Overhead charges, how the natural 
business year affects 6-7 
P 
Pay-roll, failure caused by over-
loading 26-27 
Peculation, one of the most com-
mon kinds of 32 
Plan for handling interline freight 
claims 203-267 
I N D E X 275 
Arbitration Bureau 211, 212, 261 
briefs of certain claims re-
viewed 226-247 
causes for delays 205 
its adoption by railroads 267 
names of carriers in the south-
eastern territory and approxi-
mate mileage 252-257 
number and amount of claims 
handled by seven carriers 251 
outline of present methods of 
some carriers 213-225 
outline of proposed plan 209-212 
results that should be accom-
plished 207 
statistics relating to claims re-
ceived in 1904 by eight car-
riers 248-250 
Plan for international peace 179-199 
annual appropriation 182-183 
armament commission 186 
civil commission 186 
election of representatives 182, 183, 190 
expenditures and savings 188-199 
judiciary 183, 185 
requirements 181 
statistical data and estimated 
costs, etc., relative to 104-195 
Private accountants, a very high 
type of 42 
Profession, definition of a 97 
Professional accountancy 
education in 105-108 
in Great Britain 107, 109 
see also Certified public accoun-
tants 
Professional ethics, need for a con-
tinued elevation of the standards 
of 107 
Professional recognition of accoun-
tancy, reciprocity of, among 
states 86, 105-106 
Public accountants 
absence of legislation requiring 
services of 88 
and public office 59 
available field for 96 
C.P.A. legislation 46 
description of the work of 41 
difference between, and private 
accountants 41 
educational qualifications of the 
101-102 
demand and supply of 89 
frequency of examination by 29 
major demands on the 56 
number of practicing, in the 
United States 57, 91 
peculiarly fitted to pass judg-
ment on taxation 162 
percentage of businesses employ-
ing 23 
principal stock in trade of 59 
their knowledge of corporate af-
fairs 145-146 
what the work of, embraces 140 
why firms employ 28 
see also Accountancy; Audits; 
Cost accounting; Fiscal clos-
ings; Public accountants; 
Public accounting; Taxation 
Public accounting 
accounting as a profession 41-49 
elimination of unqualified persons 
from the field of 48 
fiscal closing as affecting the pro-
fession of 9 
its importance recognized by 
Government, states, etc. 57 
need for federal recognition 87 
need for professional recognition 
of calling 97 
state legislation with respect to 91 
war problems emphasized need of 90 
see also Accountancy; Audits; 
Cost accounting; Fiscal clos-
ings; Public accountants; 
Taxation 
Publicity 
as a means of counteracting un-
scrupulous attacks against 
corporations 137-139 
corporation, and the investing 
public 125 
increased, to financial affairs 123 
of financial affairs of corpora-
tions 129-145 
see also Advertising 
Public utility companies, fiscal 
year suggested for 15 
Quarterly statements 
certified, advocated for corpora-
tions 117-129 
duty of state to require, from 
corporations 118 
idea gathering momentum 122 
see also Reports; Statements 
Quoin Club 139 
Railways 
development of, under Govern-
ment regulation 150 
graphic illustrations of railway 
development in the United 
States 155 
increase in capital invested from 
1890 to 1900 152 
Q 
R 
276 S O M E T H E M E S I N A C C O U N T A N C Y 
proposed plan for handling inter-
line freight claims 203-267 
revenue to investor from his in-
terests in 153 
Reciprocity of professional recogni-
tion of certified public accoun-
tants among states 86, 106 
Reports 
to stockholders, corporations 
should publish all 137 
trend of business indicated by 
corporations 124 
quality of information put into 123 
see also Quarterly statements; 
Statements 
Royal College of Physicians 43 
Rubber goods manufacturers, fiscal 
year suggested for 15 
Saint Louis and San Francisco 
Railroad Company, interline 
freight claims 220 
Sales tax, suggested 170-171, 173 
see also Taxation 
Sawmills and planing mills, fiscal 
year suggested for 15 
School of Commerce, Accounts, and 
Finance, New York University 
45, 65-66, 85, 86, 95, 101 
Scotland, accountants in, for over 
100 years 42 
see also Great Britain 
Seaboard Air Line Railway, inter-
line freight claims 220-221 
Securities, tax-exempt 174 
sixteenth amendment 175-176 
Selkrig, Charles 43 
Shipbuilding concerns, fiscal year 
suggested for 15 
Ship Subsidy Bill 158 
Sixteenth amendment, authority for 
taxing all incomes contained in 175-176 
Society of Accountants of Edin-
burgh 43, 54. 
Society of Certified Public Accoun-
tants of New Jersey 145 
Society of Incorporated Accountants 
and Auditors 54 
Southern Railway Company, inter-
line freight claims 220-225 
Statements 
certified quarterly, advocated for 
corporations 117-129 
desirability of making periodical, 
compulsory 125 
position which cost of advertis-
ing should occupy in financial 130 
shareholders entitled to quarter-
ly 121-123 
see also Quarterly statements; 
Reports 
State tax legislation, and the fiscal 
year 7 
see also Legislation; Taxation 
Starting in business, the four 
requisites for 23 
Sugar Refineries, fiscal year sug-
gested for 16 
Surgeons, how they were classed in 
England up to 1745 43 
Taxable year, what it may be 6 
see also Fiscal closings 
Taxation 
evils of 163-176 
lack of Government cooperation 
with recognized experts 173 
law and regulation concerning 
the taxable year 6 
necessity for 174 
public accountants peculiarly 
fitted to pass judgment on 163 
sixteenth amendment 175-176 
sales tax, suggested 170-171, 173 
tax-exempt securities 174 
the present income tax, surtax, 
and excess profits tax and their 
iniquitous results 165 
see also Income tax; Legislation 
Tax-exempt securities 174 
sixteenth amendment 175-176 
Trend of business, indicated by cor-
poration reports 124 
Trust companies, statements ren-
dered by, to Government and 
state officials 118 
Turnover, heavy inventories and 
stock 30 
U 
United States Bureau of Foreign 
and Domestic Commerce 35 
United States Chamber of Com-
merce 126 
University of the State of New 
York, regents of the 42, 44 
W 
Wellington, the duke of 
Wilson, Woodrow 
You can't judge your business by 
the past three years 19-41 
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